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PREFACE 

THIS  little  book  is  in  no  sense  intended  to 
be  of  use  to  insurance  experts.  It  is  written 
by  an  outsider  mainly  for  the  ignorant,  for  the 
multitude  who  either  wish  to  insure  their  lives, 
or  to  whom  the  insurance  agent  is  for  ever  coming 
with  his  proposals,  his  promises  and  blandish- 
ments. My  doctrine  is  that  every  man  ought  to 
insure  his  life  the  moment  he  arrives  at  a  period 
or  a  position  when  his  responsibility  extends  over 
the  lives  of  others.  If  this  duty  were  regarded 
as  an  imperative  one  by  the  community  at  large, 
there  would  be  little  or  no  necessity  for  the 
elaborate  machinery  required  by  our  life  offices 
to  induce  people  to  invest  in  life  or  other  in- 
surance policies ;  but  as  long  as  apathy  prevails, 
such  agencies  must  be  maintained  and  a  cease- 
less activity  displayed  by  the  offices  in  tempting 
investors  to  enter  into  policy  contracts.     I  write 


vi  PREFACE 

to  help  the  tempted.  That  is  the  one  purpose 
of  this  little  book,  and  the  various  excursions 
into  other  branches  of  insurance  business  than 
life  insurance  in  its  various  forms  are  only  in- 
tended to  convey  a  little  superficial  instruction 
in  as  light  and  untechnical  a  style  as  possible, 
so  as  to  encourage  readers  to  master  the  one 
definite  piece  of  teaching  the  book  contains.  I 
trust  it  will  serve  its  purpose,  and  help  many 
people  to  a  right  understanding  on  a  matter  of 
such  vital  importance  to  their  peace  of  mind  and 
to  those  who  come  after  them.  The  pitfalls  of 
life  insurance  in  these  days  are  numberless,  but 
it  will  be  easy  to  escape  most  of  them,  if  not  all 
of  them,  by  acting  as  here  directed. 
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THE 
BUSINESS   OF   INSURANCE 

CHAPTER   I 

GENERAL   NOTES   ON   LIFE 
INSURANCE 

FEW  modem  institutions  touch  the  daily  life 
of  communities  more  intimately  than  life 
insurance.  It  is  essentially  a  product  of  modern 
civilisation,  and  implies  two  essential  qualifications 
for  success.  The  first  is  continuous  peace,  and 
the  second  is  continuing  debt.  Life  insurance  is 
thus  the  outcome  of  a  high  state  of  civilisation  as 
now  understood.  We  cannot  imagine  a  business 
of  this  kind  existing  and  really  flourishing  in 
Great  Britain  during  the  long  struggles  between 
England  and  France,  during  the  Wars  of  the 
Roses,  or  at  the  time  of  the  Puritan  conflict  with 
Charles  I.  Down  to  the  Revolution  of  1688  we 
may  say  that  this  country  afforded  no  scope  for 
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the  development  of  a  business  of  this  description, 
and  if  that  was  the  case  with  England,  how  much 
more  so  with  continental  nations,  always  at  war 
with  each  other,  subject  to  continual  social  dis- 
turbances— not  merely  through  disputes  about  re- 
ligion and  civil  liberty,  such  as  lay  at  the  root  of 
the  later  civil  conflicts  in  England,  or  to  dynastic 
conflicts,  but  to  the  aggressive  spirit  developed 
among  the  democracy,  now  in  one  section  of  the 
continent,  now  in  another  ?  No  one  could  imagine 
the  Italy  of  the  Middle  Ages  as  a  field  for  the 
development  of  life  insurance,  and  were  the  now 
ancient  and  apparently  solidly  established  civilisa- 
tions of  Europe  again  to  become  unstable,  and 
conflicts  to  break  out,  one  of  the  first  of  their 
products  to  suffer,  and  perhaps  to  disappear,  might 
be  life  insurance. 

But  peace  within  is  only  one  of  the  essentials  to 
the  successful  pursuit  of  this  form  of  insurance 
business.  Life  insurance  especially  implies  also  a 
revenue  from  interest,  and  interest  is  a  product 
which  postulates  debt.  Debt  also  cannot  come 
into  being  in  any  fashion  to  be  depended  upon 
except  when  order  is  completely  established  within 
the  state,  when  everything  is  submissive  to  estab- 
lished laws  and  customs.     Without  that  essential 
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qualification  nothing  is  secure,  not  even  mortgages 
on  private  property,  still  less  the  rent  paid  for  the 
usufruct  of  such  property,  or  bonds  upon  the 
public  revenue. 

What  then  is  this  business  which  demands  such 
breadth  of  foundation  ?  Is  it  something  akin  to 
that  "  mutual  aid  "  amongst  animals  and  mankind, 
about  which  Prince  Kropotkin  has  written  so  in- 
terestingly in  a  recent  book  of  his  bearing  this 
title?  In  some  of  its  aspects  it  is  just  that,  but 
a  form  of  "  mutual  aid  "  altogether  different  from 
what  Kropotkin  is  dealing  with ;  not  different  in 
spirit,  perhaps,  but  essentially  of  an  artificial  in- 
stead of  a  natural  or  (shall  I  say?)  humanitarian 
character.  The  first  beginnings  of  life  insurance 
in  this  country  were  extremely  feeble,  and  do  not 
yet  date  back  three  centuries.  It  is,  indeed,  re- 
corded that  an  office  of  insurance  within  the 
Royal  Exchange  in  London  granted  policies  of 
life  insurance  of  some  sort  in  the  end  of  the  six- 
teenth century,  and  there  is  a  case  recorded  of  a 
dispute  in  the  law  courts  over  one  of  its  policies, 
but  the  policy  was  not  at  all  of  the  same  descrip- 
tion as  those  with  which  modern  and  genuine  life 
insurance  has  made  us  familiar.  It  was  simply  a 
bet  on  the  life  of  a  man  for  one  year  entered  into 
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for  the  benefit  of  a  third  party.  The  office  or 
association  that  took  the  money  undertook  to  pay 
this  third  party  ;^383  6s.  Sd.  provided  the  in- 
dividual on  whose  life  the  policy  was  effected  by 
him  died  within  twelve  months,  and  the  rate  of 
premium  charged  was  8  per  cent.  The  policy 
seems  to  have  been  underwritten  precisely  in  the 
same  fashion  as  marine  insurance  policies  are 
dealt  with  at  Lloyd's,  and  were  probably  then 
dealt  with. 

Our  oldest  life-insuring  offices,  however,  are  the 
Royal  Exchange  Assurance  Corporation  and  the 
London  Assurance  Corporation,  both  of  which 
came  into  existence  in  1720,  when  the  South  Sea 
Bubble  burst.  They  began  to  issue  life  policies  in 
the  year  following  their  incorporation,  and  are  in 
existence  to  this  day,  strong  and  prosperous,  if  not 
of  the  magnitude  of  some  of  their  younger  com- 
petitors. There  seems,  indeed,  to  have  been  an 
older  office  called  the  Amicable,  chartered  by 
Queen  Anne  in  1706.  Its  business  has  long  been 
merged  in  that  of  the  Hand-in-Hand  Office,  but 
we  do  not  gather  that  it  did  much,  if  any,  life 
business,  and  the  Hand-in-Hand  certainly  did  not 
take  up  that  line  until  1836.  Among  the  old 
offices  our  most  conspicuous  is  the  Equitable,  which 
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came  into  existence  in  1762  as  a  purely  mutual 
life  office,  and  so  successfully  has  its  business  been 
conducted  that  it  remains  to  this  day  one  of  the 
most  prosperous  of  our  life  insurance  societies, 
carefully  and  economically  managed,  rich  and 
select. 

But  in  what  does  the  business  conducted  by 
these  life  insurance  companies  consist?  In  one 
sense  it  is  a  betting  business.  It  takes  hazards 
against  death,  seemingly  reckless  hazards  from 
one  point  of  view.  A  young  man  for  example, 
at  the  age  of  twenty-one,  desires  to  insure  the 
payment  of  ;^ioo  to  his  relatives  in  the  event 
of  his  death.  In  order  to  do  this  he  undertakes 
to  pay  so  much  per  annum,  either  during  the 
whole  of  his  life  or  for  a  fixed  period  of  years. 
The  payment  is,  compared  with  the  apparent 
risk,  in  all  cases  at  first  sight  ridiculously  small. 
In  the  case  of  some  of  the  best  offices  it  may  be 
less  than  £2  per  annum.  Should  the  purchaser 
of  this  contract  die  within  the  first  year,  the  ;{^  100 
he  has  bargained  for  is  paid  over  to  his  heirs. 
Surely  this  looks  a  touch-and-go  sort  of  business, 
but  it  is  not  really  so,  for  reasons  which  I  shall 
proceed  to  furnish. 

Were  two   or  three  people   to  enter  mutually 
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into  this  kind  of  contract,  one  with  the  other,  the 
risk  of  loss  to  survivors  would  be  too  great  to  be 
borne ;  but  the  secret  of  the  ability  of  life  insur- 
ance offices  to  enter  into  such  bargains  lies  in  the 
averages  upon  which  they  work. 

For  a  long  time  after  mutual  offices  and  joint- 
stock  companies  began  to  conduct  this  description 
of  wagering  against  death,  they  worked  very  much 
in  the  dark.  In  its  earlier  years,  I  believe,  the 
Equitable  Life  Office  charged  5  per  cent,  premium 
upon  the  amount  insured,  no  matter  what  the  age 
of  the  policy-buyer  might  be,  and  it  was  not  until 
many  years  had  elapsed  that  the  business  began 
to  be  systematised  and  its  true  risks  established 
with  scientific  exactitude.  As  late  as  1771  the 
Equitable  Life  Office  charged  a  premium  of 
£4  IS.  s^d.  per  annum  for  insuring  ;{^ioo  upon 
the  life  of  a  person  aged  thirty.  At  the  present 
day  a  non-participating  life  policy  can  be  pro- 
cured from  the  same  office  by  a  person  of  this 
age  for  a  premium  of  £2  os.  id.  per  annum. 
Other  offices  make  the  bargain  come  cheaper,  in 
appearance  at  least. 

One  thing  that  almost  compelled  the  pioneers 
in  life  insurance  business  to  charge  high  premiums 
was  the  complete  ignorance  existing  with  regard 
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to  the  average  duration  of  life  at  different  ages, 
or  indeed  at  any  age.  They  worked  completely 
in  the  dark  as  to  the  nature  of  their  risks,  and  had 
to  guard  themselves  against  loss  by  charging  high 
premiums.  Gradually,  however,  this  ignorance  was 
dispelled,  but  for  many  a  year — one  might  say 
until  well  into  the  nineteenth  century,  when  the 
Institute  of  Actuaries  was  formed  and  set  to  work 
to  accumulate  data  in  order  to  establish  a  scientific 
basis  for  the  business — the  offices  had  only  such 
imperfect  guides  as  the  Carlisle  and  Northampton 
tables  of  mortality  provided  them  with — tables 
compiled  from  the  death  statistics  of  these  two 
towns,  statistics  naturally  imperfect  because  de- 
duced from  the  experiences  of  longevity  in  a 
limited  population.  Now,  however,  the  average 
duration  of  human  life,  taken  at  every  age  from 
birth  to  a  hundred  years,  has  been  established  by 
the  accumulation  of  an  enormous  mass  of  authen- 
tic statistics ;  and  so  exact  are  the  results  now 
tabulated  that  every  life  office  is  in  a  position 
to  tell  almost  to  a  penny  the  extent  of  its  risks 
upon  each  contract  entered  into.  Hence  in  part 
the  reduction  in  the  scale  of  premiums,  hence  also 
the  difference  between  premiums  that  insure 
merely  the   sum   named   in   the  policy  and   pre- 
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miums  entitling  owners  of  the  policy  to  a  share 
in  what  are  called  the  "  profits." 

Having  ascertained  the  nature  and  limits  of  the 
risk  of  mortality,  what  is  the  principle  on  which 
these  institutions  guide  their  business,  found  their 
contracts?  It  is  the  principle  of  compound  in- 
terest. Having  ascertained  the  exact  amount 
necessary  to  levy  upon  policy-holders  in  order  to 
secure  the  oflfices  selling  the  policy  against  loss  on 
the  average  of  all  the  lives  insured,  the  next  thing 
to  settle,  so  as  to  reach  the  exact  sum  safely  pro- 
misable,  is  the  rate  of  compound  interest  at  which 
the  net  premiums  as  received  and  invested  may 
be  expected  to  accumulate.  Supposing,  to  reverse 
the  process,  a  young  man  becomes  possessed  of 
;i^ioo  at  the  age  of  twenty-one,  and  invests  this 
in  a  security  bearing  5  per  cent,  interest,  how  long 
will  it  take  this  £100  to  become  ;C2CX),  provided 
the  interest  received  each  year  is  forthwith  re- 
invested at  the  same  rate?  That  is  to  say,  the 
first  year's  interest  of  £$  is  placed  in  the  same 
security,  and  in  the  second  year  that  £$  also  adds 
Ss.  to  the  amount  received  on  the  total  invested, 
and  so  on  until  the  ;^200  is  reached.  How  long 
time  must  elapse  before  the  original  capital  is  in 
this  way  doubled  ?     On  a  $  per  cent,  basis,  rather 
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less  than  fifteen  years.  Suppose,  on  the  other 
hand,  that  the  rate  of  interest  is  only  2J  per  cent., 
it  will  take  nearly  twenty-nine  years  to  make  the 

;^I00  ;^200. 

These  examples  should  enable  the  reader  to 
grasp  the  underlying  principles  upon  which  in- 
surance offices  conduct  their  business.  It  would, 
as  a  rule,  be  useless  for  two  or  three  people  to 
club  their  life  premiums  together  and  invest  them 
in  this  fashion,  and  not  very  profitable,  perhaps, 
for  merely  several  hundreds  to  do  so ;  but  an 
office  which  has  so  established  its  business  that 
it  is  able  to  command  an  income  of  many  thousands 
per  annum,  drawn  from  the  large  body  of  people, 
the  thousands  who  have  entered  into  contracts 
with  it,  is  able  to  place  this  money  out  to  advantage 
when  the  country  in  which  it  conducts  its  business 
is  settled,  when  the  wealth-producing  or  utilising 
activity  of  its  civic,  mercantile,  or  national  life 
leads  to  the  creation  of  many  forms  of  debt  of 
a  more  or  less  enduring  kind,  and  when  each 
year's  premiums  as  invested  accumulate  at  com- 
pound interest.  The  office  is  then  in  a  position 
to  do  exactly  for  the  individual  Englishman  what 
he  himself  might  do  if  he  had  at  the  beginning 
so   much   capital  to  put  aside  and  leave   undis- 
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turbed  for  accumulation  in  exactly  the  same 
fashion.  Its  conductors  know  within  very  narrow 
limits  what  the  claims  upon  the  office  will  come 
to  in  an  average  of  years  upon  a  given  volume 
of  business,  how  much  they  can  lay  by  permanently, 
what  the  rate  of  accumulation  at  compound  in- 
terest will  be,  and  how  much,  therefore,  they  can 
afford  to  promise  the  insurant,  exact  allowance 
made  for  the  ascertained  average  risk  of  death. 

Remarks  of  this  kind  may  read  dryly  enough, 
but  the  dryness  must  be  borne  with,  and  the 
rudimentary  elements  of  the  business  mastered 
before  much  progress  can  be  made  in  enabling 
the  public  to  arrive  at  some  conception  of  the 
character  and  limitations  of  this  most  modern 
form  of  mutual  aid — highly  scientific,  if  you  will, 
but  also  perfectly  artificial.  One  may  say  that 
without  our  National  Debt  it  would  never  have 
been  possible  for  life  insurance  business  in  this 
country  to  develop  and  attain  anything  like  the 
proportions  it  now  exhibits.  We  were  the  pioneers 
of  life  insurance  amongst  modern  nations,  it  may 
be  added,  because  we  were  the  pioneers  of  national 
debts.  Down  to  a  period  long  posterior  to  the 
Revolution  of  1789,  France  had  no  well-secured 
debt.      The  king  of  the  old  regime  had   debts. 
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both  private  and  state,  but  they  were  created  by- 
each  monarch  on  his  own  initiative,  or  arose  from 
the  necessities  of  his  absolute  administration,  and 
offered  no  national  security  akin  to  that  with 
which  our  debt,  the  product  of  parliamentary 
vote  and  sanction,  was  from  the  first  endowed. 
Kingly  bankruptcies  were  by  no  means  infrequent. 

Without  well-secured  debts,  the  interest  upon 
which  can  be  relied  upon  as  absolutely  as  the 
successions  of  seasons,  life  insurance  business  could 
not  exist  in  any  satisfactory  manner.  Precarious- 
ness  in  the  receipt  of  interest  upon  money  invested 
would  necessitate  extraordinary  precautions  on  the 
part  of  offices  granting  life  policies.  The  business 
would,  if  it  existed  at  all,  soon  degenerate  into  a 
more  or  less  rank  gamble.  Calculations  as  to  the 
speed  at  which  money  coming  in  would  accumu- 
late at  compound  interest  would  be  continually 
upset,  and  every  now  and  again  a  wave  of  in- 
solvency might  sweep  over  the  state  or  community 
that  might  bring  life  and  most  other  forms  of 
insurance  business  to  a  standstill. 

Mention  of  the  necessity  for  stability  in  the  rates 
of  interest  naturally  leads  me  to  discuss  other 
aspects  of  this  investment  side  of  life  office 
business.     It  had  long  ago  passed  beyond  a  state 
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of  dependence  upon  merely  national  debts.  At 
the  present  time  the  life  companies  existing  in 
this  country  have  accumulated  resources  to  the 
amount  of  nearly  ;^26o,ooo,ooo.  This  feat  would 
have  been  impossible  but  for  the  multiplication  of 
public  securities  into  which  the  money  could  be 
transferred.  Were  a  time  to  come  when  no  more 
securities  could  be  created,  whether  through  the 
impossibility  of  loading  a  nation  with  further 
debts,  or  through  exhaustion  in  other  directions, 
limits  would  be  placed  upon  the  capacity  of  life 
offices  to  issue  policies.  The  limits  would  be  of 
various  descriptions.  Assuming  everything  else 
to  remain  unchanged  and  the  volume  of  securities 
to  be  no  longer  capable  of  increase,  then  com- 
petition for  these  securities  would  reduce  the  rates 
of  interest  obtainable  upon  invested  money,  and 
life  offices  would  be  compelled  at  once  to  reduce 
correspondingly  their  tempting  offers  to  those 
desirous  of  taking  out  policies.  We  saw  this  law 
in  operation  to  a  limited  extent  while  the  sinking 
funds  in  Consols,  established  by  Mr.  Gladstone  and 
other  Chancellors  of  the  Exchequer,  were  in  full 
operation,  that  is  to  say,  down  to  1896.  These 
sinking  funds  absorbed  each  succeeding  year  an 
additional  amount  of  the  capital  of  the  National 
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Debt.  So  much  debt  was  each  year  bought  in 
and,  to  the  extent  of  the  amount  of  the  sinking 
fund,  cancelled,  and  the  said  amount  automatically 
expended  as  the  interest  upon  each  year's 
redeemed  stock  became  available  for  buying  in 
more  stock.  As  a  consequence,  the  supply  of 
this  particular  security  diminished  and  its  price 
advanced  until  it  was  no  longer  profitable  for  our 
life  offices  to  place  any  more  of  their  money 
therein.  Most  of  them  realised  either  all  or  the 
greater  part  of  their  Consols  at  the  high  prices  and 
thus  made  handsome  profits  upon  their  capital, 
which  could  be  invested  to  greater  advantage  else- 
where. Not  one  of  them  could  afford  to  buy  a 
stock  at  a  price  which  yielded  little  more  than 
2  per  cent.  The  money  thus  released  found, 
however,  other  securities  in  which  it  might  be 
placed  at  figures  which  still  yielded  a  rate  of 
interest  as  high  as,  and  probably  higher  than,  that 
upon  which  the  more  careful  offices  based  their 
expectation  of  accumulations  at  compound  in- 
terest. This  perhaps  seems  abstruse,  but  I  will 
try  to  explain  it  all  later  if  the  reader  will  bear 
with  me  meanwhile. 

Changes  of  this  description  constantly  going  on 
involve  changes   in   investment,  risks  of  an   un- 
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foreseeable  kind,  and  the  past  generation  has 
witnessed  an  enormous  and  continual  variation 
in  the  position  of  all  life  offices  in  this  respect. 
They  have  been  impelled  by  the  scarcity  and 
dearness  of  the  highest  class  of  investments  to 
spread  their  money  over  a  variety  of  interest- 
bearing  securities  such  as  did  not  exist,  and  would 
not  have  been  thought  of  a  generation  ago  as 
offering  the  requisite  degree  of  safety.  No  full 
details  are  given  with  regard  to  their  investments, 
but  whereas  fifty  or  sixty  years  ago  the  life 
offices  had  no  important  outlets  for  their  moneys 
beyond  British  Government  stocks  and  mortgages 
upon  real  estate  throughout  the  United  Kingdom, 
you  cannot  now  pick  up  any  life  insurance  office's 
report  without  finding  large  sums  invested  in  Colo- 
nial or  Foreign  Government  securities,  in  Colonial 
or  Foreign  Municipal  securities,  in  Colonial  and 
Foreign  Railway  debentures,  in  Indian  Railway 
stocks,  in  mortgages  outside  the  United  King- 
dom, and  occasionally  in  unsecured  or  badly  se- 
cured debentures  of  trading  corporations,  or  even 
in  the  unsecured  stocks  of  Home  and  Foreign 
Railways.  What  do  I  mean  by  "  unsecured "  ? 
In  this  instance  I  mean  ordinary  stocks  with 
no  capital  below  them,  between  them  and  loss 
through  a  falling  off  in  revenue. 
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These  changes  imply  considerably  increased 
risk  of  loss,  and  that  also  is  a  limitation  to  the 
indefinite  extension  of  this  kind  of  business.  To 
be  safe  it  ought  not  to  run  any  risk  of  loss  of 
capital,  but  directly  money  is  invested  in  any  form, 
risk  of  loss  of  capital  is  implied.  Indeed,  were 
there  no  risk  of  any  description,  one  might  say 
that  in  most  cases  there  would  be  no  interest 
earned.  The  risk,  however,  is  unquestionably 
augmented  the  further  afield  investments  are 
carried,  and  in  our  day  it  has  become  more  and 
more  a  source  of  anxiety,  to  life  offices  especially 
and  to  all  bodies  entrusted  in  a  fiduciary  capacity 
with  large  sums  of  money.  They  must,  as  the 
masses  of  this  money  become  greater,  run  greater 
risks,  because  the  proportion  of  risk  to  the  amount 
of  the  capital  invested  tends  to  grow  larger  as  the 
capital  sunk  accumulates.  All  the  life  companies 
can  do  is  to  spread  these  risks  as  widely  as 
possible,  and  to  try  to  select  the  best  amongst 
the  multitudes  of  investments  offering.  Mistakes 
of  judgment  might  involve  heavy  losses,  and  even 
the  most  careful  selection  and  unremitting  vigi- 
lance cannot  prevent  unforeseen  influences  from 
coming  into  play  to  bring  about  loss  when  least 
expected.     The  recent  story  of  our  National  Debt 
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and  our  Municipal  and  Railway  debenture  and 
preference  securities  illustrates  how  danger  may 
arise.  Thanks  mainly  to  the  enormous  cost  of 
the  South  African  War,  and  likewise,  in  part,  to 
the  consequent  complete  cessation  of  purchases 
for  the  National  Debt  sinking  fund,  as  well  as  to 
the  rapid  multiplication  of  securities  of  this  class, 
prices  for  securities  esteemed  of  the  highest  class 
have  declined  by  lo  to  15  and  even  20  per  cent, 
compared  with  what  they  stood  at  five  years  ago. 
Shrinkages  of  this  kind  could  not  be  foreseen,  and 
all  that  is  left  for  institutions  caught  by  this  back- 
ward wave  is  to  provide  for  the  losses  out  of  their 
accumulations.  If  they  can  do  all  this  without  in 
any  way  breaking  their  promises  to  their  clients, 
they  are  fortunate. 


CHAPTER    II 

SOME  VARIETIES   OF  LIFE 
INSURANCE 

LIFE  insurance  takes  many  shapes  in  these 
■^  modern  days.  Thanks  in  no  small  degree 
to  the  strenuous  competition  of  offices  from  the 
other  side  of  the  Atlantic,  British  life  offices  have 
been  compelled  to  move  forward  out  of  the  old  rut 
of  whole  life  policies,  with  or  without  a  share  in 
the  profits,  and  to  endeavour  to  tempt  clients  with 
alluring  projects  in  bewildering  variety.  One  of 
the  now  favourite  methods  of  enticing  the  English- 
man to  insure  his  life  is  what  is  called  an  "  endow- 
ment" policy.  Instead  of  paying  a  premium 
during  the  whole  course  of  one's  life,  a  term  of 
years  is  selected — it  may  be  ten,  it  may  be  twenty, 
or  any  other  number — and  the  individual  who  takes 
the  policy  is  called  upon  to  pay  a  premium  only 
for  that  selected  period.  At  the  end  of  it  he 
is  generally  presented  with  several  alternatives, 
c  17 
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Either  he  may  take  the  sum  contracted  for  in  cash, 
or  he  may  allow  the  policy  to  lie  and  profits  upon 
it  to  accumulate,  the  whole  to  be  paid  to  his  heirs 
after  death,  or,  still  further,  he  may  elect  to  take  an 
annuity  representing  either  the  whole  capital  value 
of  the  policy  or  some  portion  thereof,  represent- 
ing, say,  the  interest  upon  the  accumulated  profits, 
leaving  the  original  sum  assured  to  be  paid  to 
heirs  in  the  usual  manner. 

Policies  of  this  description  have  become  re- 
markably popular  of  late  years,  and  in  some  re- 
spects deservedly  so.  The  great  temptation  they 
offer  is  that  an  insured  person  is  relieved  of  the 
burden  of  premiums  in  the  later  years  of  his  life, 
when,  it  may  be,  he  has  less  available  means. 
The  offer  of  an  annuity  at  a  given  date,  moreover, 
presents  a  great  attraction,  as  likewise  the  prospect 
of  receiving  a  sum  down,  which  might  be  invested 
in  any  way  the  recipient  pleases.  The  character 
of  life  insurance,  however,  has  been  greatly  altered 
by  this  endowment  system.  It  has  become  a 
much  more  selfish  affair  than  it  originally  was. 
An  insurant  now  saves  for  himself,  not  for  his 
offspring.  Also  a  speculative  element  has  been 
brought  into  the  business  of  a  sort  which  did  not 
formerly  prevail  there  to  anything  like  the  same 
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extent.  Men  are  tempted  to  over-insure  in  the 
hope  that  they  may  be  able  to  continue  for  a  term 
of  years  to  pay  excessive  premiums,  so  as  by 
pinching  and  self-denial  to  secure  a  large  sum  of 
money  at  the  end  of  the  period.  Often  the  con- 
sequences of  this  is  disaster  in  the  shape  of 
abandoned  policies  and  lost  premiums.  This  is 
especially  frequent  when  the  offices  taking  the 
contracts  are  low-grade  and  unscrupulous.  The 
system  also  opens  the  way  to  all  manner  of  more 
or  less  delusive  prospects  of  gain,  and  in  dressing 
these  up  for  the  beguilement  of  a  public  innocent 
of  any  knowledge  of  figures  the  American  life 
offices  stand  pre-eminent.  I  have  an  old  quarrel 
with  them  on  this  and  other  accounts  which  I  am 
not  going  to  open  up  here,  especially  as  some 
English  offices  have  taken  to  imitate  to  a  needless 
extent  American  methods,  with  the  result  that 
their  working  expenses  have  risen  beyond  all  fair 
and  honourable  proportion  to  the  requirement  of 
the  business  and  the  interests  of  their  clients  ;  but 
I  must  be  allowed  to  express  regret  that  a  change 
of  this  kind  should  have  gone  so  far  and  been 
allowed  to  taint  so  deeply  the  straightforward, 
economical,  and  prudent  habits  of  business  with 
which  our  leading  English  and  Scottish  life  offices 
have  long  made  us  familiar. 
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A  class  of  office  that  ought  to  be  avoided,  no 
matter  how  tempting  the  offers  may  look,  is  the 
"  assessment,"  "  natural  premium,"  or  "  fraternity  " 
class.  They  are  all  at  best  pure  delusions.  For 
a  time  offices  of  this  description  had  considerable 
vogue  in  the  United  States,  and  every  one  of  them 
in  a  more  or  less  brief  period  came  to  grief.  A 
recent  report  of  the  Insurance  Commissioner  of  the 
Commonwealth  of  Massachusetts  gives  some  par- 
ticulars regarding  about  a  score  of  these  offices  in 
process  of  winding  up.  In  every  instance  the 
result  for  the  clients  is  disastrous,  and  it  cannot 
be  otherwise.  Unfortunately  the  mistaken — zeal, 
shall  I  call  it? — of  American  insurance  reformers 
led  to  the  importation  of  this  "  assessment " 
system  into  the  United  Kingdom,  and  the  fruits 
here  likewise  have  been,  or  promise  to  be,  nothing 
short  of  disastrous.  Yet  the  statements  put  forth 
by  these  sham  life  offices  are  often  of  a  quite 
plausible  description,  when  we  consider  the  fatal 
ignorance  of  the  general  public  in  regard  to  every- 
thing relating  to  life  insurance.  A  pretence  is  put 
forward  that  reserves  are  unnecessary  if  there  be 
true  mutuality,  and  the  prudent  accumulations  of 
well-established  life  offices  are  seized  upon  as  an 
argument  in  favour  of  what  is  called  the  "  mutual 
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reserve  "   or  "  fraternity  "   or  "  natural   premium  " 
system. 

Ordinary  life  office  reserves  are  treated  as  if 
they  represented  a  robbery  of  the  public,  and  it 
is  contended  that  if  premiums  were  confined  to 
small  sums  to  cover  working  expenses  and  some 
small  unforeseen  contingencies,  the  true  way  to 
meet  claims  is  to  assess  the  members  of  the 
"  mutual "  company  or  association  each  month,  or 
quarter,  or  fixed  period  of  some  kind,  for  the  exact 
amount  of  the  claims  that  have  meantime  fallen 
in.  The  practical  outcome  of  this  method  of  con- 
ducting business  is  that  after  a  few  years  these 
assessments  invariably  become  intolerable  to  the 
policy-holders,  many  of  whom  consequently  drop 
out,  receiving  nothing  whatever  in  exchange  for 
the  sacrifices  they  have  made.  Their  contract  is 
broken,  and  there  are  no  funds  in  hand  out  of 
which  to  give  them  compensation  in  the  shape 
of  surrender  value  or  anything  else.  The  low 
premiums  asked  at  entry  and  during  the  first  year 
or  two  are  therefore  merely  in  the  nature  of  bait 
for  gudgeons,  and  the  expenses  of  such  companies 
or  associations  are  always  on  such  an  extravagant 
scale  that  they  very  soon  disappear  in  bankruptcy. 
Those  that  struggle  on  do  so  at  the  expense  of 
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their  clients,  and  without  conferring  a  substantial 
benefit  upon  anybody  outside  the  small  number  of 
people  interested  in  keeping  the  thing  going  for 
the  sake  of  what  they  can  make  out  of  it. 

Insurance  of  this  description  is  root  and  branch 
dishonest,  and  the  public  cannot  be  too  strenuously 
warned  against  having  anything  to  do  with  it 
Choose  instead  companies  or  mutual  offices  that 
have  accumulated  large  reserves.  It  may  be  that 
in  most  cases  these  reserves  represent  to  a  small 
extent  restricted  or  even  niggardly  distribution  of 
profit  or  bonuses  on  policies  that  in  the  past  have 
become  claims,  but  it  is  much  better  for  the  intend- 
ing insurant  that  an  office  should  thus  have  in  its 
possession  excessive  reserves  against  unforeseen 
risks  and  uncalculated-on  losses,  than  that  there 
should  not  be  enough  money  in  hand  to  go  round. 

Mention  may  be  made  here  of  the  Albert 
and  European  Life  Offices,  which  came  to  grief  in 
1 869.  Neither  of  these  offices  would  have  stopped 
payment  if  it  had  accumulated  large  reserves. 
At  the  date  of  its  suspension  the  Albert  Insurance 
Company,  whose  contingent  liabilities  were  at 
least  ;£"3,2 50,000,  had  funds  in  hand  to  the  amount 
of  only  ;^27 1,500.  The  European  Assurance 
Company,  again,  whose  liabilities  on  policies  ran 
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into  many  millions,  had  less  than  ;^500,C)00  in 
hand  as  life  assurance  fund.  The  consequence 
was  bankruptcy  and  enormous  losses  to  both 
shareholders  and  policy-holders,  losses  against 
which  both  would  have  been  protected  had  the 
businesses  been  conducted  on  honest  lines.  The 
immediate  cause,  however,  of  the  failure  of  both 
these  companies  was  the  criminal  extravagance 
they  had  indulged  in  as  absorbers  of  other  life 
offices.  Within  comparatively  a  few  years  the 
Albert  Office  had  bought  up  some  twenty-one 
different  agencies  or  companies,  and  had  paid  no 
less  than  ;^238,ooo  for  the  goodwill  of  such. 
Most  of  these  acquisitions  had  only  been  in  ex- 
istence a  few  years,  and,  as  the  Economist  pointed 
out  at  the  time,  almost  any  life  insurance  corpora- 
tion can  show  good  figures  for  the  first  two  or 
three  years  of  its  existence.  The  policy-holders  it 
rakes  in  do  not  begin  to  die  until  some  little  time 
after  they  have  become  members,  and  conse- 
quently to  buy  up  such  raw  ventures,  giving  more 
or  less  excessive  sums  for  their  "goodwill,"  was 
the  surest  possible  way  to  lay  the  foundations  of 
swift  disaster.  As  a  measure  of  the  extravagance 
which  led  to  the  catastrophe  of  1869,  it  may  be 
mentioned  that  the  board  of  the  Albert  Company 
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paid  ;^i(X),ooo  for  the  business  of  a  company 
called  the  Bank  of  London  and  National  Provi- 
dent Life  Association,  which  had  only  been  seven 
years  in  existence.  For  another  concern  called 
the  National  Guardian,  whose  age  was  six  years, 
it  gave  about  £17,000,  and  so  on.  Not  only  was 
this  money  wasted,  but  the  company  assumed 
liabilities  on  policies  in  a  reckless  fashion,  which 
speedily  brought  it  to  the  ground. 

Are  there  any  offices  in  a  similarly  rotten  state 
to-day?  Such  a  question  cannot  be  answered 
offhand,  but  I  do  not  know  of  the  existence  of 
any  British  office  whose  business  is  in  a  position 
at  all  comparable  with  that  of  the  Albert  and 
European  Companies  at  the  date  of  their  suspen- 
sion. That  suspension,  indeed,  was  of  incalculable 
benefit  to  the  general  body  of  life-policy  holders 
in  this  country.  It  stirred  up  the  good  offices  to 
reform  some  of  their  methods  of  administration, 
to  vigilance  in  the  selection  and  supervision  of 
their  investments,  and  in  many  other  ways  did 
much  good.  If  we  have  the  seeds  of  trouble 
amongst  life  offices  to-day,  they  will  lie  in  other 
soil.  They  will  spring  from  such  causes  as  the 
failure  of  large  and  important  classes  of  their 
investments,  or  from  the  calculation  of  the  rates 
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at  which  money  is  expected  to  accumulate  on  too 
high  a  scale. 

Most  British  companies  of  the  old-fashioned 
type  must  be  considered  as  near  absolute  safety 
as  anything  human  can  be.  There  are,  however, 
a  few  native  companies  which  conduct  business 
upon  an  extravagant  scale,  which  assume  risks 
which  their  neighbours  look  upon  as  dangerous, 
which,  for  instance,  conduct  extensive  business 
abroad  in  life  insurance  policies  under  conditions 
that  do  not  always  or  often  make  for  profit.  It 
will  be  well,  therefore,  to  avoid  such  offices,  and  it 
can  very  easily  be  done  by  applying  to  all  the 
ratio  of  expenditure  to  premium  income  test,  to 
be  described  later. 

Some  of  our  life  offices  in  recent  years  have 
taken  risks  on  life  policies  without  a  previous 
medical  examination  of  intending  insurants. 
Most  of  the  companies,  however,  still  adhere  to 
the  old  fashion  of  compelling  the  candidate  for 
a  policy  to  pass  a  medical  examination  before 
acceptance,  and  some  of  them  still  utilise  any 
doubtful  item  in  a  medical  report  as  an  excuse  for 
adding  to  the  premium.  Suppose  a  young  man 
of  twenty-five  desires  to  take  out  a  policy  of  ;^5oo 
in  one  of  these  offices,  and  that  in  the  medical 
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examination,  or  in  the  paper  of  questions  he 
answers,  mention  is  made  of  some  relative,  it  may 
be  a  distant  relative,  who  has  died  of  a  transmit- 
tible  disease  ;  the  excuse  is  still  often  seized  upon 
to  refuse  to  accept  this  life  except  by  adding  so 
many  years,  so  that  the  policy  is  granted  as  at  the 
age  of  thirty,  or  it  may  be  thirty-five.  This 
fashion  used  to  be  quite  prevalent,  and  there  was 
a  good  deal  of  dishonesty  to  be  found  in  carrying 
on  business  in  such  a  style.  Competition,  how- 
ever, has  pretty  well  eliminated  this  element  of 
extortion  from  the  practices  of  the  most  reputable 
life  offices,  so  much  so  that  I  am  disposed  to  say 
to  anyone  who  is  met  by  a  device  of  this  sort,  the 
best  thing  he  can  do  is  to  decline  to  take  out  the 
policy  and  apply  elsewhere. 

When  an  office  steps  outside  the  candidate's 
own  state  of  health  and  rakes  in  contingent 
possible  risks,  it  is  better  to  withdraw  at  once. 
I  know  an  instance  of  a  man  now  well  over  sixty 
years  of  age  who,  on  taking  out  as  a  youth  his 
first  policy,  was  compelled  to  pay  the  scale  of 
premium  on  a  life  ten  years  older  than  he  was 
because  some  distant  relation  had  died  of  con- 
sumption, his  own  health  being  perfect.  Such 
a  payment  meant  a  heavy  annual  robbery,  and 
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the  robbery  was  emphasised  some  dozen  years 
later  by  the  same  office  taking  the  same  life  as 
first  class  on  another  policy.  I  prefer  to  this  kind 
of  thing  the  offices  that  accept  lives  without  any 
medical  examination  whatever.  The  risks  they 
run  by  so  doing  are  not  so  very  great.  If  the 
business  is  large,  the  average  of  the  claims  arising 
will  not  be  appreciably  higher  than  where  the 
medical  examination  has  to  be  undergone  as  a 
preliminary,  and  an  office  can  always  protect 
itself,  to  some  extent  at  least,  by  postponing  for 
a  few  years  the  date  at  which  it  will  recognise  the 
policy  as  valid  for  a  claim  to  be  paid  in  full. 

Besides  these  forms  of  insurance — or  insurance 
so  called — I  must  notice  a  branch  of  the  business 
which  has  grown  up  within  the  present  generation 
and  assumed  enormous  proportions.  This  is 
called  "industrial"  insurance.  The  name  is  a 
misnomer,  for  it  is  really  "burial  money"  insur- 
ance, and  consists  in  the  sale  of  policies  for 
definite  sums  to  the  working  classes,  the  poor, 
in  exchange  for  premiums  collected  in  pennies, 
twopences,  and  sixpences  per  week  out  of  the 
weekly  wages  of  those  who  buy  these  policies. 
Business  of  this  sort  has  apparently  proved  to  be 
an  irresistible  attraction   to   multitudes   amongst 
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the  working  classes,  and  has  given  rise  to  not 
a  few  scandals,  especially  where  infant  lives  have 
been  insured.  Children,  and  even  aged  persons, 
have  often  been  made  away  with  in  order  that  the 
burial  money,  or  "  industrial "  policy,  be  it  only  for 
a  five-pound  note,  may  be  secured  by  those  who 
have  paid  the  pence.  Of  late  years  this  shady 
side  of  the  business  has  been  less  prominent,  and 
I  trust,  though  I  am  by  no  means  sure,  its  gradual 
disappearance  indicates  an  advance  in  the  moral 
sense  of  the  community.  In  other  respects,  how- 
ever, industrial  business  is  anything  but  free  from 
objectionable  features.  One  of  the  most  promi- 
nent of  these  is  the  necessarily  high  ratio  of 
working  expenses.  Even  the  best-managed  offices 
spend  in  expenses  and  commissions  about  eight 
shillings  out  of  every  pound  paid  in  by  their 
policy-holders.  It  follows  that  the  burial  money 
is  bought  at  a  very  high  price  by  the  people  who 
in  this  way  insure.  In  spite,  however,  of  this 
excessive-looking  rate  of  expenditure,  the  business 
has  proved  to  be  remarkably  profitable,  so  much 
so  that  I  know  more  than  one  instance  of  com- 
panies organised  to  conduct  this  class  of  business 
that  have  been  able  to  lift  themselves  out  of  a 
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position  of  insolvency  into  one  of  prosperity, 
merely  by  help  of  the  enormous  gains  accruing 
through  the  collection  of  these  weekly  coppers. 
They  trade  upon  the  complete  ignorance  of  their 
victims  by  giving  them  much  less  for  their  money 
than  they  could  afford  to  do,  and  by  making  the 
low  sum  originally  granted  the  maximum  of  the 
policy,  no  matter  though  the  premium  payments 
exceed  it  twice  over,  apart  altogether  from  invest- 
ment accretions. 

To  working  men  or  women  the  offer  of  £6  or 
£'^  ox  £\o  zX.  death  in  exchange  for  a  weekly  pay- 
ment of  a  few  pence  seems  generous.  They  are 
unable  to  understand  that  the  accumulation  at 
compound  interest  of  even  half  the  money  con- 
tinually paid  in  by  them  may  come  to  represent 
in  many  cases  more  than  twice  the  amount  of 
their  policy,  and  are  therefore  an  easy  prey  to  the 
energetic  and  unscrupulous  canvasser.  All  the 
money  over  after  meeting  claims  becomes  the 
property  of  the  individuals  who  have  formed 
themselves  into  a  company  to  carry  on  this  busi- 
ness. There  is  no  liability  beyond  the  amount  of 
the  sums  insured,  and  after  a  few  years  the  interest 
income  on  accumulated  funds  may  be  merely  an 
addition  to  the  profits  of  the  business.     A  great 
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reform  is  wanted  in  this  branch  of  life  insurance, 
if  it  deserves  such  a  name. 

Many  years  ago  I  advocated  the  intervention  of 
the  Post  Office  in  conjunction  with  the  Friendly 
Societies  as  a  means  of  counter-working  these  in- 
dustrial insurance  companies,  and  of  securing  fair 
play  for  the  poor.  Nothing  came  of  the  recom- 
mendation, which  was  founded  on  an  extensive 
study  of  the  reports  and  evidence  published  by  the 
Royal  Commission  on  Friendly  Societies,  and  I 
am  not  sure  now  that  I  should  put  forward 
the  same  views.  Our  Post  Office,  like  other 
Government  departments,  is,  on  the  average,  so 
indifferently  managed,  so  liable  to  be  encrusted 
over  with  abuses,  and  so  completely  a  victim  of 
routine,  that  I  doubt  whether  an  efficient  system 
of  industrial  insurance  could  be  entrusted  to  its 
management.  Moreover,  some  of  the  offices  doing 
this  class  of  business  already  in  the  field  have 
become  so  powerful,  particularly  one  or  two  of 
them,  within  the  present  generation,  that  it  would 
be  next  to  impossible  to  dislodge  them  from  their 
almost  impregnable  position.  The  only  thing  we 
can  hope  for  is  that  the  richest  of  these  offices  will 
improve  their  methods  of  treating  the  people  who 
come  to  them  with  their  weekly  pence,  by  giving 
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them  either  larger  fixed  sums  in  exchange  for  these 
pence,  or  by  cutting  down  their  scale  of  charges, 
or  by  both  of  these  alleviations  together. 

One  great  office  has,  in  recent  years,  taken  an 
important  step  in  the  right  direction.  Formerly 
the  most  gross  abuses  were  connected  with  the 
collection  of  premiums  and  the  granting  of  policies. 
The  ignorant  poor  were  victimised  with  perfect 
unscrupulousness  and  in  the  most  wholesale 
fashion  by  collectors,  sometimes  apparently  with 
the  sanction  of  their  employers.  Their  usual 
method  was  to  entice  people  to  take  out  burial 
money  policies,  and  then,  after  a  few  months  or 
a  year  or  two,  to  allow  them  to  drop  out.  The 
collector  ceased  to  call  upon  them,  either  because 
they  had  changed  their  place  of  abode,  or  simply 
because  he  thought  he  had  got  all  the  profit  out 
of  the  victims  he  cared  for.  The  "  policy  "  forth- 
with "lapsed,"  and  the  victims  had  no  redress. 
This  system  of  swindling  was  prompted  by  the 
rule  under  which  collectors  received  a  larger  per- 
centage on  the  earlier  than  on  the  later  premiums. 
Sometimes,  I  believe,  the  amount  granted  upon 
new  business,  as  it  was  called,  was  as  high  as  80 
per  cent  of  the  first  six  months'  or  first  year's 
premiums    collected.      Naturally,    under    such    a 
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method,  dishonest  collectors  abounded,  creatures 
who  devoted  the  greater  part  of  their  energies  to 
new  business,  to  the  finding  of  fresh  victims.  Such 
business  paid,  while  the  humdrum  gathering  of 
pence  upon  which  perhaps  lo  or  15  per  cent, 
commission  was  paid  did  not  yield  anything  like 
so  comfortable  a  return,  and  the  office  got  its  share 
for  nothing  when  the  policy  was  cancelled. 

This  form  of  abuse  still  exists,  but  is  not  nearly 
so  rampant  as  it  formerly  was,  partly  because  the 
commissions  have  been  rearranged,  partly  because 
the  management  of  the  best  of  these  offices  has 
become  more  honest,  careful,  and  scrupulous  ;  also, 
I  believe,  more  solicitous  to  deal  fairly  with  those 
who  become  its  clients.  Policies  do  not  now 
"lapse"  as  they  used  to  do.  In  the  case  of  the 
large  office  alluded  to,  a  system  has  been  adopted 
of  granting  fully  paid-up  policies  to  people  who 
have  paid  a  certain  number  of  premiums,  in  the 
event  of  their  wishing  to  discontinue  their  weekly 
payments  or  of  their  inability  to  keep  them  up. 
That  meets  a  sore  grievance,  formerly  universal, 
viz.  the  cancelment  of  policies,  no  matter  how 
old  they  were,  directly  payments  were  interrupted, 
or  within  a  few  weeks  of  their  interruption.  This 
has  now,  at  least  so  far  as  the  office  I  allude  to  is 
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concerned,  become  a  thing  of  the  past ;  but  there 
are  other  reforms  that  might  very  well  be  attempted, 
and  one  of  these  is  the  granting  of  a  share  in  the 
profits  of  the  business  to  policy-holders  of  long 
standing.  At  regular  periods  in  the  course  of  the 
existence  of  a  policy,  additions  ought  to  be  made 
to  the  sums  insured  representing  some  fair  propor- 
tion of  the  gains  that  have  accrued  on  it  to  the 
insuring  company.  Several  of  the  offices  included 
in  this  line  of  business  are  wealthy  enough  to 
bestow  this  additional  benefit  upon  their  humble 
clients,  and  I  think  they  would  be  well  advised  to 
take  it  into  consideration,  lest  one  day  something 
like  a  revolt  against  their  growing  wealth  should 
occur,  leading  to  a  demand  that  they  should  give 
an  account  of  their  stewardship,  or  make  conces- 
sions really  perilous  to  their  future  solvency. 

In  other  directions  modern  legislation  in  the 
interests,  or  supposed  interests,  of  the  working 
classes,  and  new  developments  arising  out  of  the 
increasing  complexities  of  modern  civilised  life, 
have  produced  fresh  forms  of  insurance  more  or 
less  remotely  connected  with  human  life.  One 
company,  for  example,  has  for  many  years  flour- 
ished comfortably  upon  the  insurance  of  railway 
passengers  during  a  journey.    You   buy  an   in- 
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surance  ticket  along  with  your  railway  ticket,  which 
guarantees  the  payment  of  a  certain  sum  down 
should  you  unfortunately  happen  to  be  killed,  or 
other  sums  per  week  for  a  fixed  period  in  the 
event  of  injury.  Employers'  liability  is  another 
description  of  insurance  which  has  come  into 
existence  since  the  passing  of  the  Employers' 
Liability  Act.  It  is  still,  in  a  manner,  in  its 
infancy,  gathering  its  experiences  and  paying  for 
them.  General  accident  policies  can  also  be 
obtained  from  many  offices  on  more  or  less  favour- 
able terms,  these  terms  being  to  some  extent  a 
matter  of  guess  so  far  as  the  risks  run  are  con- 
cerned, although  gradually  becoming  systematised. 
Policies  are  now  also  granted  by  many  offices  to 
insure  the  prompt  payment  of  the  death  duties 
upon  estates.  You  expect  to  leave  so  much  money 
that  will  call  for  such  and  such  an  amount  to 
satisfy  the  Inland  Revenue  authorities,  and  for  a 
certain  premium  per  annum  the  insurance  office 
will  guarantee  an  immediate  payment  of  this  sum. 
Some  life  offices  will,  to  a  certain  extent,  imitate 
Lloyd's  in  enabling  any  man  to  take  out  a  policy 
on  another  man's  life,  or  will  bet  at  the  instance 
of  a  speculative  individual  to  pay  down  so  much 
should  some  individual  named,  the  king  or  the 
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queen  or  any  prominent  person,  die  within  a  fixed 
time.  It  would,  however,  carry  me  quite  beyond 
the  scope  of  this  little  treatise  to  enter  into  a 
lengthy  description  of  these  purely  speculative 
forms  of  insurance.  All  that  need  be  said  is 
that  they  have  their  value  as,  in  the  language  of 
the  market,  "  hedgings "  against  risks  in  other 
directions.  A  man  may  have  undertaken  some 
work  involving  contingent  liabilities  which  he 
cannot  measure  and  possibility  of  loss.  To  partly 
save  himself  from  this  chance  of  loss  he  takes  out 
a  speculative  policy,  pays  ;^50  or  ;^ioo  to  the 
underwriters  to  secure  ;^  1,000  or  ;^5,ooo,  or  what- 
ever it  may  be,  in  the  event  of  some  named 
individual  dying  within  a  given  period.  It  is 
a  favourite  method  amongst  Stock  Exchange 
speculators  of  trying  to  protect  themselves  against 
the  risks  of  their  fascinating  but  dangerous 
pursuit. 


CHAPTER   III 
ORDINARY   LIFE   INSURANCE 

SMALL  PAID-UP  POLICIES 

I  HAVE  often  thought,  and  sometimes  said, 
that  our  ordinary  life  companies  might  solve 
the  difficulty  of  many  people  in  determining  when 
to  take  out  a  life  policy,  and  do  an  excellent  stroke 
of  business  for  themselves,  if  they  would  come 
down  from  their  lofty  perches  and  condescend 
to  do  business  for  the  common  people.  In  1881 
I  wrote  some  articles  in  the  old  Pall  Mall  Gazette, 
discussing  the  position  of  life  insurance  business, 
and  making  some  animadversions  upon  the  slug- 
gishness and  lack  of  enterprise  displayed  by  most 
of  our  English  offices.  Some  of  their  abuses 
were  also  attacked,  and  I  am  glad  to  see  that 
in  looking  back  to  those  articles  no  small  progress 
has  since  been  made  in  various  directions.  No 
English  company  of  any  standing  now  cheats 
clients  who  may  become  unable  to  continue  their 
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payments  through  misfortune  by  refusing  to  pay 
to  them  any  surrender  value.  Delays  no  longer 
form  the  rule  in  paying  policies  when  they  become 
claims,  and  in  other  directions  reforms  have  taken 
place.  But  British  offices,  English  and  Scotch, 
are  still  much  too  plutocratic  in  their  modes  of 
doing  business,  and  look  with  scorn  upon  the 
humble  individual  who  might  only  be  able  to 
invest  ;^i  or  ;^5  in  a  policy. 

Because  of  this  aloofness  from  the  common 
people,  we  find  no  British  life  office  doing  what 
is  called  an  "ordinary"  life  business  granting 
policies  below  ;^ioo.  That  is  the  limit  of  minute- 
ness, and  in  consequence  of  this  rule,  as  also 
of  the  general  refusal  to  grant  single- premium 
policies  except  for  large  amounts,  we  see  the 
industrial  form  of  business  flourish  and  expand 
in  a  manner  that  ought  long  ago  to  have  taught 
the  other  companies  a  lesson.  Why  cannot  they 
take  a  share  in  this  small  business,  and  open  the 
advantages  they  undoubtedly  can  offer  to  the 
humble  individual  earning  a  modest  weekly  wage, 
just  as  freely  as  to  the  struggling  clerk  who,  on 
a  salary  of  perhaps  £2.  \os.  to  £1  a  week,  tries  to 
save  enough  to  take  out  a  policy  of  ";^ioo  with 
profits"  payable  at  death?     There  seems  to  me 
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no  reason  why  a  splendid  business,  beneficial  to 
all  parties,  might  not  be  done  by  our  ordinary 
life  companies  in  selling  single-premium  policies 
for  the  smallest  payments  down.  A  young  man 
might  often  be  able  to  spare  ;^5  or  ;^io  before  the 
obligations,  cares,  and  expenses  of  a  family  come 
upon  his  hands,  and  were  it  opportunely  put 
before  them,  thousands  of  such  would,  I  feel  sure, 
be  delighted  to  hand  over  their  savings  to  the 
amount  of  ;^5  or  ;^io  or  ;^20  to  a  reputable  and 
carefully  managed  life  office  in  exchange  for  a 
fully  paid  "with  profits"  life  policy,  becoming 
due  either  at  death  or  at  a  predetermined  future 
date.  In  this  way  some  provision  against  the 
accidents  of  life  might  be  made  at  once,  without 
laying  upon  the  policy-holder  the  burden  of 
perhaps  a  life-long  payment  of  annual  premiums, 
or  a  heavier  ratio  of  premium  payments  for  twenty 
or  twenty-five  years. 

One  of  our  old  life  offices  has  recently  put  forth 
a  scheme,  under  which  it  accepts  money  on  deposit 
at  a  fixed  rate  of  interest,  and  treats  the  capital 
thus  assigned  either  as  a  paid-up  policy  from  the 
first  for  a  like  sum  repayable  practically  at  any 
time,  or  as  a  basis  for  an  annuity  which  does  not 
exhaust  the  capital.   That,  carefully  handled,  seems 
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to  me  a  step  in  the  right  direction  ;  but  why  can- 
not all  our  good  offices  go  very  much  further  and 
sell  small  policies,  as  it  were,  retail  without  the 
forms  of  medical  examination  or  anything  else? 
They  could  conduct  this  business  at  very  little 
expense,  and  not  only  make  profit  for  themselves, 
but  for  their  clients.  Such  paid-up  policies  should 
be  subject  in  all  respects  to  the  rules  governing 
the  ordinary  level  -  premium  life  or  endowment 
policies ;  that  is  to  say,  policies  whose  premiums 
are  payable  either  during  the  whole  period  of  the 
insurant's  existence,  or  during  ten,  fifteen,  or 
twenty  years,  as  may  be  determined.  The  buyer 
of  the  policy  would  understand  that  he  could  not 
claim  his  money,  or  any  portion  of  it,  back  on  any 
consideration  before,  let  us  say,  three  years  had 
elapsed ;  but  that  if  he  did  after  a  certain  number 
of  years  require  some  temporary  financial  assist- 
ance, he  could  get  an  advance  upon  it  at  a  moderate 
rate  of  interest,  just  as  upon  a  policy  the  weight 
of  whose  annual  premium  might  form  a  burden 
upon  his  income  all  the  years  of  his  life.  Or  the 
money  paid  might  be  refundable  in  full  on  three 
months'  notice,  although  in  that  case  there  would 
be  no  question  of  surrender  value  in  the  ordinary 
sense  upon  such  policies ;   but  the  offices  would 
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have  to  protect  themselves  against  loss  of  working 
expenses,  by  stipulating  that  if  the  money  were 
returned  within,  say,  three  years,  no  interest  or 
accumulated  "profits"  would  be  allowed.  After 
that  date  the  proportion  of  the  accumulation  at 
compound  interest  assigned  to  the  policy  might 
be  held  back  were  the  principal  required  to  be 
refunded,  and  given  the  form  of  a  fixed  policy 
payable  at  death.  In  essence,  a  life  policy  of  this 
kind  simply  represents  a  deposit  at  compound 
interest,  out  of  which  the  office  granting  it  would 
make  a  small  profit  to  cover  current  expenses  and 
the  original  commission,  which  should  be  small, 
paid  upon  the  business.  But  the  mode  might  be 
varied  so  as  to  prevent  the  policy-holder  from  hav- 
ing free  scope  for  the  display  of  his  selfishness  in 
moments  of  pressure.  The  money  might  be  held 
for  five,  ten,  or  twenty  years,  or  for  life,  just  as 
if  the  policies  were  of  the  ordinary  sort. 

Were  this  system  of  single -payment  policies 
for  small  sums  adopted,  there  would  be  no  ques- 
tion with  any  man  as  to  when  he  should  take  out 
a  policy  other  than  whether  he  had  any  money 
to  do  it  with  or  not.  At  any  period  of  life  a  man 
possessed  of  ;^5  to  spare  might  lock  it  up  in  this 
fashion   with  great   advantage,  always   assuming 
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that  the  office  he  goes  to  is  an  honest  one,  con- 
ducted with  vigilance  and  business  acumen.  When 
one  considers  the  enormous  difficulties  thrown  in 
the  way  of  small  thrift  in  this  country,  the  surprise 
grows  all  the  more  that  some  such  method  of 
business  has  not  been  adopted  by  our  life  offices 
long  ago.  They  could  have  cut  out  Post  Office 
insurance,  and  to  a  large  extent  industrial  assur- 
ance, by  systematically  devoting  themselves  to  the 
cultivation  of  the  small  saver,  or  the  classes  who 
know  nothing  about  stocks  and  shares,  or  who 
frequently  lose  their  money  by  indiscreet  or 
heedless  excursions  into  the  region  of  the  Stock 
Exchange. 

There  is  but  one  danger  of  a  formidable,  not  to 
say  insurmountable,  nature  that  presents  itself  on 
turning  over  in  one's  mind  a  plan  of  this  kind,  and 
it  is  that  the  offices  doing  the  paid-up  small  policy 
business  might  become  so  rich  as  to  have  difficulty 
in  knowing  how  to  invest  profitably  the  funds  com- 
mitted to  their  care.  We  may  be  sure,  however, 
that  they  would  exercise  a  vigilance  in  putting 
away  the  funds  rolling  in  upon  them  which  ninety- 
nine  out  of  every  hundred  private  investors  are 
incapable  of  doing  for  themselves,  because  of  their 
ignorance    and    unacquaintance   with    the    share 
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market,  and  sometimes  because  of  their  unin- 
structed  cupidity.  Had  our  life  offices  stepped 
in  between  the  company  promoter  and  the  small 
investor  in  this  manner  years  ago,  I  cannot  but 
think  that  great  numbers  of  people  would  now 
have  something  laid  aside  against  evil  days  to 
come  who,  as  they  stand,  are  stripped  bare.  To 
be  sure,  the  scope  for  investment  is  not  endless. 
The  world  cannot  go  on  for  ever  creating  new 
securities,  piling  up  debts  upon  the  backs  of  the 
workers,  mortgaging  the  wealth  of  the  many  to 
the  few,  multiplying  obligations  of  every  descrip- 
tion for  which  the  toilers  are  alone  ultimately 
responsible,  or  joint-stocking  every  form  of  invest- 
ment that  the  ingenuity  of  man  can  invent.  True 
as  that  is,  the  scope  is  practically  infinite  still,  and 
for  generations  to  come  must  continually  widen, 
widen  quite  sufficiently  to  prevent  a  business  of 
this  description,  however  large,  from  coming  to  a 
natural  end  for  want  of  any  security  to  yield  in- 
terest. In  our  own  country,  were  the  landlords  to 
become  men  of  wisdom  and  open  up  the  soil  to  the 
small  owner-cultivator  on  equitable  terms,  to  sell 
their  property  to  such  in  handy  lots,  scope  for 
mortgage  business  within  the  United  Kingdom 
alone  would  be  sufficient  to  absorb  the  savings  of 
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several  generations  of  the  thrifty.  And  the  wealth 
need  not  roll  up  with  any  alarming  rapidity,  be- 
cause there  would  always  be  claims  coming  forward. 
Money  would  be  dispersed  as  well  as  accumulated, 
so  that  although  the  growth  of  assets  would  cer- 
tainly be  rapid  beyond  anything  known  to  the  jog- 
along,  eminently  respectable  life  office  familiar  to 
us,  it  would  not  grow  faster  with  any  of  them  than 
the  rate  of  accumulations  shown  by  some  of  our 
industrial  offices.  I  commend  this  idea  to  the 
enterprising  men  amongst  life  insurance  managers. 
They  might  not  only  widen  their  business  enor- 
mously by  stepping  out,  but  cut  the  ground  from 
under  the  feet  of  many  of  the  specious  alien  offices, 
full  of  flaming  advertisement  of  their  wonderful 
juggleries  in  finance,  and  gradually  succeed  in 
keeping  at  home,  for  the  fertilisation  of  domestic 
industries,  most  of  the  savings  now  flowing  out  of 
the  country,  too  often  through  channels  that  drain 
it  to  waste. 


CHAPTER   IV 
HOW   AND   WHEN   TO   INSURE 

I.   HOW 

SUPPOSING  you  have  decided  to  take  out  a 
life  policy  of  the  orthodox  stamp,  the  ques- 
tions of  greatest  importance  to  be  determined  are, 
how  the  form  of  the  policy  shall  be  settled,  and 
where  it  will  be  wisest  to  go  to  purchase  it.  A 
good  deal  has  been  said  already  on  the  former  of 
these  subjects,  but  there  is  plenty  of  scope  for 
further  observations.  Whether  is  it  wiser,  for  in- 
stance, to  take  an  "  endowment "  policy  or  a  "whole 
life  "  policy  ?  The  former  involves,  as  already  ex- 
plained, the  payment  of  a  heavier  premium,  but 
only  for  a  term  of  years,  the  latter  means  payment 
as  long  as  one  lives.  Circumstances  must  deter- 
mine the  choice,  but  my  prepossession  is  in  favour 
of  a  policy  whose  premium  payments  shall  end 
within  a  fixed  term  of  years.  Various  reasons  and 
some  personal  experience  incline  me  to  give  this 
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preference.  Not  only  is  it  well  to  avoid  liabilities 
in  old  age,  but  it  is  better  to  have  a  term  fixed  on 
the  arrival  of  which  the  policy-holder  can  make  up 
his  mind  what  is  to  be  done  with  the  accumulated 
money.  I  think  that  a  man  should  always  have 
this  power  in  his  lifetime.  If  policies  payable 
only  after  death  are  taken  out  in  youth,  it  is  im- 
possible to  foresee  the  circumstances  which  may 
exist  twenty  or  thirty  years  later.  A  man  who 
insured  under  the  age  of  thirty,  with  a  view  to  pro- 
vide for  his  family,  may  in  old  age  have  no  family 
to  provide  for.  His  circumstances  may  be  such 
that  it  would  be  better  for  him  to  invest  his  avail- 
able capital  in  an  annuity  for  the  remainder  of  his 
life,  or  for  the  joint  lives  of  himself  and  his  wife, 
than  to  go  on  bearing  the  burden  of  a  life-policy 
premium  with  a  view  to  make  provision  for  some 
people — he  may  not  quite  know  whom — coming 
forward  as  claimants  after  his  death. 

No  doubt  these  policies  whose  premiums  run 
for  a  term  of  years  can  be  turned  to  selfish  uses. 
A  man  with  a  family  may  be  tempted  to  neglect 
the  interests  of  that  family  and  apply  the  capital 
accrued  under  the  policy  wholly  or  partly  to  his 
own  uses ;  but,  after  all,  that  is  a  matter  which 
must    be   determined    by   individual    tastes  and 
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idiosyncrasies.  Moreover,  it  is  always  possible,  if 
a  policy  has  been  of  any  important  size,  to  adjust 
interests  so  that  the  coming  generation's  wants 
may  be  to  some  extent  satisfied  as  well  as  those 
of  the  policy-holder  in  his  old  age.  Most  life 
offices  of  repute  will  be  quite  willing  to  set  aside 
either  the  capital  sum  originally  insured  or  some 
portion  thereof  to  be  paid  at  the  insurant's  death 
to  his  heirs,  and  devote  the  balance  to  founding 
an  annuity  for  the  said  insurant  during  his  life. 
They  may  not  do  this  in  a  generous  spirit  some 
of  them,  but  in  a  spirit  of  short-sighted  niggardli- 
ness ;  still  they  will  all,  to  some  extent,  modify 
the  contract.  Any  way,  I  have  long  thought  the 
level-premium  payment  during  a  whole  life  a 
mistake.  It  is  still  the  most  popular  form  of  life 
policy,  judging  by  the  returns  of  the  various  life 
offices,  but  that  is  probably  because  these  offices 
continue  to  cultivate  this  form  of  policy  with  the 
greatest  assiduity.  They  put  it  first  before  those 
they  are  seeking  to  persuade  to  insure  their  lives. 
It  looks  so  much  cheaper,  too,  the  premium  rates 
being  lower,  and  also  I  think  it  is  certainly  more 
profitable  to  the  offices  issuing  it.  But  that  is  no 
reason  why  intelligent  people  should  simply  do  as 
they  are  told  in  this  matter.     A  life  policy  should 
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never  be  taken  out  rashly,  least  of  all  a  policy 
involving  a  liability  for  every  year  that  a  man 
lives.  Failing  the  paid-up  policy  bought  with  a 
single  premium,  I  think  the  shorter  the  period  a 
man  burdens  himself  with  payments  of  this  kind 
the  better,  provided  he  be  a  careful  and  prudent 
person,  as  I  assume  all  my  readers  are,  or  wish  to 
become. 

Another  question  to  be  settled  beforehand  is 
whether  the  policy  should  be  with  profits  or  with- 
out. It  is  really  a  matter  of  indifference  to  most 
people,  or  a  matter  of  payment  and  convenience. 
Strictly  speaking,  under  the  scientific  method  of 
conducting  life  insurance  business  so  thoroughly 
well  established,  no  such  thing  as  "  profit,"  in  the 
usual  sense  of  the  word,  comes  into  the  case.  All 
that  the  insurant  who  buys  a  "  with  profit "  policy 
gets  is  a  prearranged  share  in  the  compound 
interest  accumulated  on  the  invested  moneys, 
which  share  he  pays  for.  Actuaries  are  able  to 
tell  to  a  penny  how  much  they  can  give  in  ex- 
change for  so  much  premium  by  way  of  bonus 
upon  a  fixed  sum  insured.  You  take  out  a  policy 
for  ;^i,ooo  without  profits,  and  the  premium  is  so 
much  smaller  than  that  payable  upon  a  similar 
policy  taken  out  with  profits.     There  is  the  whole 
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secret.  The  extra  money  paid  in  by  you  accumu- 
lated at  compound  interest,  less  "  loading,"  a  term 
I  shall  presently  explain,  is  your  "  profit." 

Being  thus  a  matter  of  payment,  it  really  be- 
comes for  each  individual  who  means  to  take  out 
a  life  policy  a  question  of  what  he  can  afford.  At 
any  rate  it  should  be  so,  but  there  are  some  offices 
that  throw  tempting  baits  before  people  they  wish 
to  ensnare,  such  baits  representing  in  many  cases 
mere  estimates  of  imaginary  profits  which  are 
never,  or  rarely  ever,  fulfilled,  and  in  others  an 
assumption  of  a  higher  rate  of  interest  than 
reasonable  probabilities  warrant  over  a  term  of 
years.  Suppose,  for  example,  a  life  office  has  been 
in  the  habit  of  looking  to  accumulate  its  money 
at  4I  per  cent,  compound  interest,  and  that  hither- 
to that  expectation  has  been  justified  and  more, 
it  may  be  able  for  a  time  to  promise  and  to  pay  a 
higher  scale  of  profits  on  with  profit  policies  than 
its  neighbour  whose  management  reckons  on 
accumulating  its  funds  at  only  3  per  cent,  com- 
pound interest.  The  premium  of  the  4^  per  cent, 
oflfice  may  be  as  low  as,  or  even  lower  than,  that 
of  the  oflfice  working  upon  what  is  called  a  3  per 
cent,  basis  of  accumulation,  and  yet  the  promise  of 
gains  may  be  higher.    It  does  not  follow,  however, 
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that  the  office  promising  the  most  is  in  the  long 
run  the  safest.  The  time  may  come,  generally 
does,  when  it  is  no  longer  able  to  obtain  an 
average  of  4I  per  cent,  net  upon  its  invested  funds, 
and  when  that  day  does  arrive  it  may  bring 
trouble,  because  the  office  is  only  too  likely  to 
strain  to  keep  up  appearances. 

Those  whose  policies  have  become  claims  in  the 
meantime  will  have  gained,  but  the  new  insurants 
who  have  come  forward  and  taken  their  places 
may  have  to  bear  the  losses.  The  funds,  that  is  to 
say,  will  have  been  depleted  by  the  earlier  distri- 
butions upon  policies  becoming  claims,  so  that,  in 
order  to  recover  lost  ground,  the  holders  of  newer 
policies  will  have  to  be  content  with  smaller 
"  profits."  Much  play,  however,  may  be  made  by 
help  of  what  may  be  called  surprise  profits.  An 
office  bases  its  estimates  on  a  3  per  cent,  rate  of 
accumulation  and  actually  makes  4^  per  cent. 
The  difference  becomes  excess  profit,  and  enables 
bonuses  above  forecasts  to  be  declared.  An  ele- 
ment of  what  looks  like  speculation  can  thus  be 
made  to  enter  into  the  business,  and  must  not  be 
lost  sight  of  Partly  for  that  reason  I  am  disposed 
to  think  that  the  with  profits  form  of  policy  should 
not  be  so  generally  run  after  as  it  is.     It  seems  to 
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me  better  that  a  man  should  insure  a  net  sum  and 
be  done  with  it.  At  the  same  time  there  is  always 
the  attraction  to  ordinary  human  nature  of  a  little 
unforeseen  gain,  a  something  received  beyond  what 
was  stipulated  for  or  promised  ;  and  there  may  be 
no  harm  in  gratifying  this  instinct,  I  may  call  it, 
provided  a  first-class  office  is  selected.  With 
endowment  policies,  indeed,  the  profit-sharing 
system  is  perhaps  for  most  people  the  best, 
because  it  forces  them  to  put  aside  a  little  more 
money  than  they  otherwise  might  do,  but  in  the 
case  of  life-long  premium  payments  it  is  not  infre- 
quently otherwise.  These  often  become  irksome 
as  time  goes  on,  and  the  compensating  advantage 
of  profit  to  one's  heirs  is  not  always  visible.  The 
worst  of  it  is  that  the  profits  seem  as  much  locked 
up  as  the  amount  of  the  policy ;  but  I  shall  return 
to  that  when  we  come  to  deal  with  surrender 
values. 

2.  WHEN 
The  younger  the  better,  one  might  answer  off- 
hand, and  pass  on  to  another  subject,  but  that 
would  be  too  summary  a  treatment  of  a  really 
important  matter.  It  is  quite  true  that  the  young 
should  make  a  certain  provision  against  the  chances 
of  life  at  as  early  an  age  as  they  can,  because  the 
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premiums  to  be  paid  are  smaller  when  one  is 
young  than  when  up  in  years.  A  young  man  of 
twenty-one  can,  in  most  offices,  get  a  life  policy 
of  ;^  1 00  with  profits,  payable  at  death,  for  a  pay- 
ment of  about  £2  per  annum — in  some  cases  it 
is  a  little  less,  in  others  a  little  more — whereas  at 
thirty  he  will  have  to  pay  from  £2  ^s.  to  £2  los., 
and  at  forty  the  premium  will  run  from  £2  1  $s.  to 
upwards  of  £^  los.  per  annum.  Multiply  this  by 
fives  or  tens  to  get  at  the  premiums  on  heavier 
insurances,  and  it  will  be  obvious  what  the  advan- 
tages of  early  insurance  are. 

But  should  all  young  men,  and  in  these  days 
young  women  also,  effect  insurance  on  their  lives  ? 
I  cannot  positively  answer  "yes,"  but  am  quite 
sure  that  no  obvious  reason  exists  why  they  should 
not,  provided  they  have  the  means.  The  only 
point  to  be  looked  to,  let  me  again  insist,  is  not  to 
over-insure.  It  is  an  easy  matter  to  take  out  a 
fresh  policy  later  on,  as  and  if  means  improve,  but 
it  is  never  wise  for  the  young  to  hamper  themselves 
with  excessive  payments  when  their  spare  means 
may  be  better  employed  in  other  directions.  After 
all,  life  insurance  in  any  form  should  be  looked 
upon  merely  as  a  provision  for  the  unexpected  and 
unforeseen.     It  is  a  mistake,  and  sometimes  little 
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short  of  a  crime  against  one's  family,  to  treat  it  as 
a  substitute  for  every  other  form  of  thrift,  as  too 
many  do,  with  the  result  that  they  cultivate  self-in- 
dulgence in  all  other  directions  instead  of  economy. 
Most  people  will  know  examples  illustrative  of 
this  habit,  know  men  who,  because  they  have  taken 
out  policies  likely  to  bring  ;^i,ooo,  or  a  few  thou- 
sands, to  their  family  at  death,  spend  every  other 
penny  they  earn,  and  make  no  attempt  at  economy 
in  any  direction.  That  is  not  the  way  to  treat  life 
insurance.  It  is  fair  neither  to  oneself  nor  to  one's 
dependants.  The  object  aimed  at  should  be  a 
moderate  provision  against  the  unforeseen  and 
unforeseeable.  That  provision  made,  there  is  no 
occasion  to  go  further,  and  the  limit  should  never 
be  so  high  as  first  to  hamper,  and  then  to  lead  to 
the  disregard  of,  other  forms  of  thrift 

I  have  been  speaking  thus  far  of  whole  life 
policies.  The  case  is  somewhat  altered  when  we 
turn  to  the  fashionable  endowment  system,  where 
a  man  contracts  to  pay  an  enhanced  premium  for 
say  fifteen  or  twenty  years  and  then  to  be  done 
with  it.  When  this  form  of  assurance  is  adopted, 
then  the  middle  period  of  life  seems  to  be  the  best 
time  to  insure.  That  is  to  say,  a  man  aged  be- 
tween thirty  and  fifty,  presumably  at  his  best  as 
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a  worker,  should  be  in  the  most  favoured  position 
for  sparing  a  considerable  sum  out  of  his  income 
in  order  to  effect  a  substantial  insurance  as  pro- 
vision for  old  age,  or  for  those  who  come  after 
him,  or  for  both.  Life  offices,  however,  generally 
arrange  their  scales  of  premiums  so  that  younger 
clients  can  spread  their  payments  over  a  longer 
term  of  years  than  those  who  are  older.  For 
example,  a  man  at  the  age  of  twenty-five  can 
arrange  to  spread  his  endowment  policy  payments 
over  thirty,  thirty-five,  or  forty  years  if  he  pleases, 
so  that  his  premiums  will  cease  when  he  is  fifty- 
five,  sixty,  or  sixty-five  ;  whereas  a  man  at  the  age 
of  forty  cannot  possibly  hope,  on  the  average  ex- 
pectation of  life,  to  continue  endowment  payments 
for  anything  like  so  long  a  period  as  thirty-five, 
still  less  for  forty  years.  His  periods  should  there- 
fore range  between  fifteen  and  twenty-five  years, 
so  that  he  also  will  cease  paying  at  the  utmost 
when  he  is  sixty-five.  Now  a  policy  of  ;6^i,ooo 
taken  out  by  the  man  at  the  age  of  twenty-five, 
the  premium  upon  which  will  cease  in  thirty  years, 
will  cost  between  £10  and  £/\d  per  annum,  accord- 
ing to  the  office  selected,  whereas  a  similar  policy 
payable  in  fifteen  years  taken  out  by  a  man  aged 
forty  will  cost  on  an  average  quite  £70  per  annum. 
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and  even  if  payable  over  a  period  of  twenty-five 
years,  the  outlay  will  represent  from  £40  to  ;^5o 
per  annum. 

Why,  it  may  be  asked,  should  there  be  such 
differences  between  the  premiums  charged  by 
various  offices  for  an  identical  article?  Some  of 
the  best  of  them,  for  instance,  charge  apparently 
the  highest  scales  of  premium.  Is  there  any 
advantage  in  paying  the  high  figure  rather  than 
the  low?  or  is  the  office  that  offers  to  insure  the 
;^i,ooo  at  the  lowest  scale  the  best  to  go  to?  I 
shall  deal  with  this  matter  of  cost  further  on,  and 
in  the  meantime  need  only  observe  that  the  mere 
scale  of  premium  taken  by  itself  is  not  necessarily 
an  indication  that  the  policy  on  which  a  higher 
scale  is  charged  is  dearer  than  one  on  which  the 
premium  is  lower,  if  a  share  in  the  profits  is  in- 
cluded in  the  policy.  Where  no  profits  are  granted 
there  ought  to  be,  and  is,  much  less  difference  be- 
tween the  scales  charged  by  different  offices  for 
the  same  class  of  policy.  Even  there,  however, 
differing  conditions  as  to  payment,  etc.,  may  quite 
legitimately  cause  a  slight  divergence,  and  the 
mere  fact  that  one  office  exacts  a  somewhat  higher 
scale  of  premium  than  another  ought  not  to  cause 
such  office  to  be  rejected  by  intending  insurants, 
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unless  something  else  intervenes  to  bar  out  the 
dearer  office. 

Another  matter  which  should  help  to  determine 
the  insurant  as  to  when  he  will  take  up  a  life  policy 
is  the  purpose  he  has  in  view.  If  he  aims  at  pro- 
viding a  sum  at  his  death  for  those  dependent  upon 
him  he  should  certainly  begin  modestly,  let  me 
again  insist,  if  young,  and  rather  multiply  his  poli- 
cies as  he  gets  older  and  wealthier,  always  within 
moderate  limits,  than  load  himself  up  at  the 
start  with  a  heavy  annual  liability.  As  men  grow 
older  the  law  of  wisdom  changes.  In  middle  age 
it  is  probably  best  to  invest  in  as  heavy  a  life 
policy  as  one  can  carry,  and  as  a  rule  it  should  be 
an  endowment  policy.  Much  will  depend  upon 
circumstances  always.  Where  a  man's  position  is 
secure — say,  a  good  income  with  a  retiring  allow- 
ance at  the  end  of  the  day's  work — there  may 
often  be  little  call  for  a  life  policy  of  any  size  or 
character  ;  but  where  a  man  has  to  look  forward  to 
reduced  working  powers  and  diminished  income, 
let  him  load  up  when  in  his  strength  to  the  full 
extent  of  his  ability.  It  is  always,  in  my  opinion, 
wisest  to  invest  in  an  endowment  policy  in  such 
circumstances,  a  policy  so  framed  that  payments 
thereon  will  cease  before  old  age  begins  to  tell  on 
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the  working  powers.  It  should  further  be  a  policy 
so  framed  that  its  fruits  can  be  utilised  as  circum- 
stances demand,  either  to  provide  the  owner  with 
an  annuity  from  a  fixed  future  date,  or  with  a 
lump  sum  down  if  he  so  pleases,  or,  as  yet  another 
alternative,  to  give  his  heirs  at  death  a  stipulated 
amount  with  bonuses.  An  elderly  man,  in  short, 
should  so  arrange  his  life  assurance  as  to  be  able 
to  deal  with  the  proceeds  of  his  policy  or  policies 
at  maturity  according  to  his  own  necessities  or 
those  of  persons  dependent  upon  him.  Should  an 
insurant  have  no  one  to  bestow  the  capital  upon 
by  will,  then  the  money  can  probably  be  always 
best  employed  in  creating  an  annuity  for  one 
or  more  lives — for  the  holder  and  his  wife.  On 
grounds  like  these,  I  think  that  a  man  who  waits 
until  of  a  comparatively  mature  age  should  take  up 
as  heavy  a  policy  or  group  of  endowment  policies 
as  can  be  afforded.  But  one  should  never  wait  till 
old  age  dries  up  energies  and  perhaps  the  sources 
of  income  before  seeking  to  insure.  The  provision 
of  money  either  for  old  age  or  against  premature 
death  is  a  duty  for  the  young  or  comparatively 
young.  When  old  it  is  too  late  except  in  one 
form,  a  form  becoming  dearer  with  every  month 
that  passes.     A  man  up  in  years  may  buy,  at  a 
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price  which  looks  cheap,  a  policy  guaranteeing 
a  certain  sum  to  his  heirs,  provided  he  dies  within 
twelve  months,  or  two  years,  or  three,  but  that  is 
an  expensive  form  of  betting  satisfactory  to  no- 
body. Hence  it  is  best  always  to  begin  early  with 
life  insurance. 


CHAPTER  V 
WHERE  TO   INSURE 

I.   THE   NEED  FOR  CAUTION 

OF  all  questions  that  must  be  determined, 
where  to  insure  is  the  most  vital.  Nothing 
is  more  calamitous  than  a  false  step  in  this  business, 
and  unfortunately  false  steps  are  the  easiest 
possible  to  take — much  more  easy,  I  am  sorry  to 
say,  in  our  days  than  they  formerly  were.  No 
doubt  we  have  had  bad  insurance  companies  in  the 
past,  and  some  very  lamentable  failures  ;  but  con- 
sidering the  number  of  people  engaged  in  the 
business,  the  immunity  from  outside  criticism  or 
efficient  inspection  and  the  slow  growth  of  facts 
scientifically  collated,  of  accumulated  actuarial 
experience,  and  the  temptation  of  delusive  invest- 
ments, it  is  wonderful  how  little  suffering  has  been 
inflicted  upon  the  people  of  this  country  by  life 
companies  of  good  repute.  In  the  present  day, 
however,  dangers  of  many  new  kinds  beset  the 
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path  of  the  man  who  is  desirous  of  making  some 
reliable  provision  for  the  future,  either  for  his  own 
old  age  or  for  those  who  come  after  him,  by  this 
method  of  investment.  Not  only  have  great 
plausibilities  in  new  forms  of  temptation  been 
invented  or  faked  up,  but  offices  of  very  doubtful 
quality  have  pushed  themselves  forward,  and  in 
some  cases  have  succeeded  in  obtaining  a  large 
share  of  the  life  business  done  year  after  year  in 
the  United  Kingdom.  The  pitfalls  which  beset 
people  when  they  come  to  insure  their  lives  are 
therefore  numerous  and  often  well  concealed. 
Hence  I  shall  have  a  good  deal  to  say  upon  this 
subject,  because  it  is  the  most  important  and  vital 
of  all.  Not  only  is  it  a  vexatious  thing  and  a  cruel 
misfortune  that  the,  often  painfully  set  aside,  life 
premiums,  by  the  investment  of  which  a  man 
hoped  to  shield  those  dependent  upon  him  from 
sudden  misfortune,  should  be  dissipated  and 
utilised  simply  for  the  profit  and  glorification  of 
designing  adventurers,  but  it  is  portentous  of 
disaster  to  the  public.  Therefore  I  propose  to 
lay  down  a  series  of  rules  which  every  individual 
who  seeks  to  insure  his  life  ought  to  follow,  not 
merely  if  he  wishes  to  make  a  profitable  invest- 
ment, but  if  he  desires  to  escape  vexation  and 
possible  loss. 
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2.  INSURE  AT  HOME 
The  first  of  these  rules  is  to  this  effect — NEVER 
INSURE  IN  ANY  LIFE  OFFICE  WHOSE  HEAD- 
QUARTERS ARE  NOT  IN  THE  UNITED  KINGDOM. 
That  I  regard  as  an  essential  preliminary.  At 
the  present  time  there  are  United  States  offices 
and  several  colonial  of  many  qualities — some  of 
them  perhaps  good  enough,  one  or  two  excellent, 
others  the  reverse  of  good — striving  to  do  busi- 
ness in  this  country,  and  with  no  small  success. 
My  advice  is — disregard  them  all,  and  look  to  home 
offices  alone.  Quite  a  number  of  reasons  may  be 
given  in  support  of  this  counsel,  but  at  present 
I  will  mention  only  one  or  two  that  can  be  under- 
stood by  everybody,  and  the  most  prominent  of 
these  is  that  all  foreign  offices  are  totally  outside 
the  control  of  policy-holders  here.  In  the  event 
of  anything  going  wrong,  such  policy-holders  have 
neither  adequate  legal  remedy  nor  tangible  hold 
over  such  assets  as  there  may  be.  They  cannot 
effectively  move  the  English  courts  of  justice,  put 
in  receivers  to  nurse  or  preserve  the  assets ;  they 
cannot  intervene  to  check  abuses,  nor  have  they 
any  voice  whatever  in  determining  the  channels 
into  which  the  money  they  contribute  shall  flow. 
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Surely  these  alone  are  reasons  sufficient  to  pre- 
vent people  of  sense  from  committing  their  savings 
in  the  quarters  indicated.  It  is  quite  true  that 
these  offices  become  subject  to  our  Board  of  Trade 
rules  when  they  do  business  in  this  country,  but 
it  is  the  misfortune  of  Englishmen  to  get  no 
efficient  protection  from  their  administrative  de- 
partments in  matters  of  business,  and  such  protec- 
tion as  offers  covers  only  business  done  here  or 
assets  within  the  kingdom. 

After  the  failure  of  the  Albert  and  European 
Life  Offices  in  1869,  about  which  I  had  something 
to  say  at  the  start,  there  was  a  great  disturb- 
ance and  upset  of  the  public  mind  which  could 
only  be  satisfied  by  legislation.  Our  law-makers 
duly  set  to  work  to  frame  regulations  that  would 
in  their  opinion  prevent  anything  like  imposture 
or  misappropriation  of  funds,  and  guard  the  in- 
sured against  directorial  stupidity  in  the  years  to 
come.  An  Act  was  duly  passed  in  1871,  under 
which  all  life  offices  doing  business  in  this  country 
were  compelled  to  render  their  accounts  in  one 
particular  form  and  to  report  every  year  in  this 
form  to  the  Board  of  Trade.  Good  was  done, 
doubtless,  by  this  proviso,  as  also  by  the  stipula- 
tion  that   no   insurance   company  or   association 
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whatever  issuing  life  policies  should  be  allowed  to 
begin  business  here  until  it  had  deposited  ^20,000 
with  the  Board  of  Trade  as  a  sort  of  guarantee  of 
good  faith.  But  the  Act  omitted  altogether  to 
give  the  Board  of  Trade  any  administrative  con- 
trol over  the  conduct  of  a  business  once  started. 
If  any  curious  person  takes  the  trouble  to  turn  up 
in  a  public  library  or  elsewhere  the  annual  reports 
of  the  life  companies,  issued  by  the  Board  of 
Trade  as  a  blue-book,  almost  the  first  thing  that 
will  strike  even  a  cursory  reader  is  the  absolute 
helplessness  of  this  department  to  check  abuses. 
It  can  write  letters  and  demonstrate  that  wrong 
is  being  done  and  criticise,  but  there  its  power 
ends.  All  that  a  mere  group  of  swindlers  have  to 
do,  therefore,  is  to  beg,  borrow,  or  steal  ^^20,000, 
deposit  that  money  with  the  Board  of  Trade,  and 
then  start  upon  their  depredations  without  let  or 
hindrance. 

A  life  office  may  be  insolvent,  it  may  practise 
the  most  disgraceful  tricks  in  order  to  cheat  the 
innocent  and  ignorant  multitude,  and  the  law  can 
do  nothing,  or  at  least  those  who  ought  to  be  the 
administrators  of  the  law  stand  helpless.  You  as 
an  individual,  or  a  dozen  individuals  together,  may 
club  money  and  prosecute,  but  officialism  does 
nothing,  having  no  real  power  to  do  anything. 
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3.  PROPRIETARY  AND  MUTUAL  OFFICES 
Having  ruled  out  alien  offices  of  all  descriptions, 
the  next  thing  an  intelligent  citizen  should  do  is 
to  enter  upon  an  examination  of  the  position  of 
home  offices.  It  does  not  require  any  elaborate 
preparation  in  order  to  do  this  to  an  extent 
sufficient  for  the  object  in  view,  so  that  there  is 
no  call  to  jib  about  this  advice  and  be  afraid  of  it. 
Never  trust  to  the  statements  of  eager  canvassers,  but 
look  into  things  for  yourself.  Every  year  accounts 
are  issued  in  a  stated  form  which  will  enable  any- 
one who  desires  to  take  out  a  life  policy  of  any 
description  to  ascertain  in  a  fairly  satisfactory 
manner  the  kind  of  business  done,  the  quality  of 
the  investments  held  by  the  office  or  company,  the 
ratio  of  expenses  to  the  premium  income,  and  other 
vital  matters  of  that  description. 

At  the  outset  it  will  be  found  that  two  classes 
of  offices,  both  good,  compete  for  the  favour  of  the 
public.  The  one  class  is  "  proprietary,"  a  company 
with  shareholders,  that  is,  whose  capital  requires 
a  dividend ;  and  the  other  is  called  "  mutual," 
where  there  is  no  share  capital,  and  the  only  stored 
resources  consist  of  the  moneys  accumulated  from 
policy-holders  and  invested   during  the  years   of 
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the  office's  existence.  At  first  sight  it  might  seem 
that  the  most  economical  course  to  follow  would 
be  to  contract  for  a  policy  from  a  mutual  office, 
but  there  is  really  very  little,  if  any,  difference 
between  the  two  classes  of  offices,  if  the  good  ones 
alone  are  looked  to. 

Formerly  there  was  a  good  deal  of  difference,  and 
the  public  owes  it  to  the  mutual  offices  that  many 
abuses,  prevalent  in  the  old  days  with  the  joint-stock 
company  insurance  offices,  have  been  remedied. 
The  most  flagrant  of  these  abuses,  so  far  as  the 
public  was  concerned,  lay  in  the  freedom  enjoyed 
by  shareholders  to  appropriate  whatever  slices  of 
the  profits  seemed  to  them  good.  If  a  company 
had  a  fat  year  or  group  of  fat  years,  whether 
through  successful  traffic  in  investments,  or  through 
the  smallness  of  the  death  rate,  or  from  any  cause, 
it  was  open  to  the  directors  to  appropriate  the  bulk 
of  this  extra  profit  to  their  shareholders  and  to 
leave  the  so-called  profit-sharing  policy-holders 
with  no  more  than  the  usual  pittance,  with  little  or 
no  share  of  the  extra  gain.  Without  elaborating 
this  part  of  a  now  almost  forgotten  past  history,  it 
may  at  once  be  stated  that  joint-stock  insurance 
offices  of  repute  now  generally  limit  the  share 
assigned  to  proprietors  to,  at  the  most,  lo  per  cent. 
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of  the  profits  from  all  sources.  Sometimes  this 
may  look  a  large  sum,  but,  generally  speaking,  it 
amounts  to  a  very  small  tax  upon  the  revenue 
coming  from  life  business,  and  sometimes  to  almost 
no  tax  at  all.  This  is  especially  the  case  where 
funds  have  been  accumulated  out  of  past  heavy 
profits  and  laid  by  in  the  interest  of  the  proprietors 
alone.  It  happens  occasionally  in  these  cases  that 
the  interest  upon  proprietors'  funds,  so  called, 
is  more  than  sufficient  to  yield  an  ample  divi- 
dend upon  the  paid-up  share  capital,  for,  gener- 
ally speaking,  such  share  capital  is  quite  small.  A 
life  company,  once  well  started,  requires  very  little 
money  beyond  the  statutory  deposit  of  ;^20,oc>o, 
and  one,  at  least,  of  the  big  offices  has  built  up  its 
now  magnificent  capital  totally  out  of  the  past 
profits,  money  furnished  by  insurants.  One  other 
old  and  excellent  office  possesses  a  share  capital 
of  only  ;£"5,ooo,  it  having  begun  business  long 
before  the  Act  of  1871. 

4.   THE  TEST  OF  ECONOMY 

Such  being  the  position,  it  is  unnecessary  to 
devote  much  attention  to  the  status  of  an  office, 
to  ask  whether  it  be  joint-stock  or  mutual.  The 
one   thing   to   settle  first    of  all   is    whether    the 
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business  is  economically  conducted  or  not.  But 
how  can  an  outsider  know  this  ?  In  a  rough  and 
ready  but,  practically,  quite  efficient  way,  with 
no  difficulty  whatever,  merely  by  doing  one  of  the 
simplest  sums  in  division  a  School  Board  teacher 
would  set  to  a  child  in  the  third  or  fourth  standard. 
Take  on  the  one  hand  the  premium  income  as  set 
forth  in  the  revenue  and  expenditure  account  of 
the  latest  year  available,  and  on  the  other  the  cost 
of  management  and  commissions.  In  arriving  at 
the  expenditure,  include  everything  paid  out  for 
running  the  business  except,  perhaps,  the  income 
tax,  which  is  not  an  expenditure  within  the  control 
of  the  office  and  should  be  left  out.  Where  ex- 
ceptional bad  debts  or  losses  are  shown,  such  items 
may  also  be  omitted,  but  sums  written  off  furniture 
etc.,  should  be  included.  Add  all  such  items  of 
expenditure  together  and  then  divide  the  total  by 
the  amount  of  the  net  premium  income,  adding 
two  noughts  to  the  total  of  the  expenses,  and  the 
quotient  will  be  the  ratio  per  cent,  of  the  premium 
income  absorbed  in  current  outgoings,  otherwise 
the  actual  amount  of  the  "  loading  "  for  expenses. 
Assume,  by  way  of  example,  the  net  premium 
income — the  income  after  deducting  reassurance 
— to  be  ;^369432,  as   set  forth  in  the  accounts, 
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and  the  expenses  under  all  heads  to  total  ;£'4 1,865, 
the  sum  to  be  done  is  the  following : — 

369432)4186500(11-33 
369432 
492180 
369432 
1227480 
1108296 

1 19 1840 
1 108296 

83544 

That  is  to  say,  the  cost  of  working  the  business 
comes  out  at  11-33  per  cent.,  which  may  be 
deemed  a  fair  average  rate.  It  is  unnecessary 
to  carry  the  calculation  beyond  the  second 
decimal. 

If  the  ratio  should  be  high,  leave  the  office 
whose  extravagance  is  in  this  way  proved  severely 
alone.  Some  of  our  older  offices  pay  no  com- 
mission whatever  to  agents  for  bringing  them  new 
clients,  and  are  able  consequently  to  work  their 
business  at  a  very  small  proportion  of  the  income 
from  premiums,  7  to  8  per  cent,  as  a  rule.  The 
bulk,  however,  of  what  may  be  called  progressive 
offices  all  pay  commissions  to  those  who  canvass 
the  public  for  them,  and  they  are  compelled  to  do 
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so  if  their  business  is  to  show  steady  expansion. 
It  may  be  taken  as  an  invariable  rule  that  an 
office  which  does  not  pay  those  who  bring  business 
to  it  for  their  trouble  is  a  stagnant  office.  It  may 
be  extremely  rich,  generally  is,  an  office  thoroughly 
well  worth  taking  out  a  policy  in,  but,  thanks  to 
the  apathy  of  the  public,  it  is  passed  by  for  offices 
whose  canvassers  go  into  the  highways  and  by- 
ways and  lug  candidates  for  life  policies  in,  as  it 
were,  by  the  scruff  of  the  neck. 

As  the  habit  is  to  pay  a  heavier  percentage  of 
commission  on  the  first  premium,  or  few  pre- 
miums, received  as  product  of  a  canvasser's  success 
in  capturing  clients,  it  follows  that  an  office  whose 
business  reveals  large  expansion  every  year  will 
show  at  the  same  time  a  higher  ratio  of  expenses 
to  the  total  premium  income  than  one  whose 
business  is  non-progressive.  To  be  strictly  just, 
therefore,  the  cost  of  the  new  business  ought  to 
be  ascertained  separately  from  that  of  the  old,  but 
often  this  cannot  be  done  because  of  the  insuffi- 
ciency of  the  figures  supplied.  They  are  not 
always  split  up  in  a  manner  that  enables  a  mere 
outsider  to  get  at  the  facts.  It  is  enough,  how- 
ever, for  all  practical  purposes  to  get  the  general 
ratio  of  expenditure  to  the  entire  premium   in- 
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come,  that  is  to  say,  the  premium  income  remain- 
ing with  the  office  after  it  has  paid  for  reassuring 
parts  of  its  risks,  the  "net"  premium  income. 
Proceeding  in  this  way,  it  will  be  found  that  the 
working  outlay  of  really  good  offices  ranges  be- 
tween 10  and  15  or  at  the  utmost  16  per  cent, 
of  the  premium  income,  and  I  have  always  advised 
that  policies  should  not  be  taken  out  with  any 
office  whose  expenses,  year  in  and  out,  run 
beyond  16  per  cent,  of  the  premium  income. 
Many  people  have  alleged  that  this  is  too  hard 
and  fast  a  rule,  and  that  young  offices  struggling 
to  be  great,  compelled  to  be  in  the  fashion  and 
to  gratify  the  passion  of  the  multitude  for  big- 
ness, must  frequently  expend  more  than  17  per 
cent,  of  their  premium  income  in  order  to  forge 
ahead.  It  may  be  so ;  I  do  not  wish  to  act  the 
part  of  a  censor.  All  I  contend  for  is  that  the 
prudent  man  who  desires  to  have  a  good  sheet- 
anchor  in  the  shape  of  a  substantial  life  policy  or 
endowment  policy,  put  forth  against  unpleasant 
and  unforeseen  adversities,  should  look  to  the 
first-class  offices  alone  to  give  him  what  he  re- 
quires. And  an  office  which  spends  on  the 
average  of  years  much  more  than  ;^I5  out  of 
every  ;^ioo  received  as  premiums  on   policies   in 
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current  outgoings  is  not  an  economical  office,  no 
matter  how  strong  it  may  be  in  a  financial  sense 
for  the  time  being. 

Many  of  the  offices  that  do  fire  and  other 
classes  of  business  as  well  as  life  insurance  limit 
the  amount  they  expend  on  the  life  department 
to  10  per  cent,  of  the  premium  income.  Other 
purely  life  offices  bring  their  figures  very  nearly 
down  to  that  percentage ;  but  it  is  hardly  possible 
for  even  the  best  of  commission-giving  offices  to 
reduce  their  expenses  much  below  12  per  cent, 
of  the  premium  income,  if  they  are  to  hold  their 
own  and  obtain  the  requisite  share  of  the  new 
business,  and  those  who  intend  to  insure  must 
make  up  their  minds  to  pay  a  fair  price  for  the 
contract  they  enter  into.  It  is  the  public's  own 
fault  that  the  business  is  so  costly.  Could  a  man 
be  certain  of  living  the  full  term  of  his  life,  there 
would  be  no  necessity  for  him  to  insure,  that  is  to 
say,  presuming  him  to  be  a  prudent  man,  and  men 
too  often  treat  the  subject  as  if  long  life  were  a 
certainty  for  them.  They  must  pay  for  their  in- 
difference. By  putting  aside  every  year  so  much 
of  his  income,  and  allowing  it  to  accumulate  at 
compound  interest,  a  man  sure  of  living  long 
would  doubtless  be  better  off  at  the  end  of  twenty 
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or  thirty  years  than  any  insurance  office  coiild 
make  him.  Recognising,  however,  the  uncertainty 
of  life,  and  also  bearing  in  mind  that  the  intricate 
and  responsible  business  of  collecting  premiums 
and  investing  funds,  watching  over  markets,  and 
protecting  interests  of  great  complexity  and  mag- 
nitude is  a  business  that  cannot  be  conducted  for 
nothing,  no  reasonable  man  will  refuse  to  pay 
fairly  for  the  services  rendered. 

5.  THE  NATURE  OF  THE  INVESTMENTS  HELD 
Having  found  an  office  whose  rate  of  expendi- 
ture is  not  excessive,  the  next  thing  to  look  at  is 
the  character  of  its  investments.  Much  depends 
upon  that  whether  the  contract  will  be  in  the  end 
fulfilled  or  not.  The  stand-by  of  all  British  offices 
is  mortgages  upon  real  estate,  and  some  of  them 
confine  their  loans  on  this  class  of  security  to 
property  within  the  United  Kingdom.  Others  do 
a  large  mortgage  business  in  the  colonies,  and  some 
combine  with  that  alien  business  the  deposit  of 
money  in  colonial  banks,  although  this  last  is  not 
a  practice  anything  like  so  common  now  as  it  was 
before  the  collapse  of  Australian  banks  in  1893. 

Is  this  mortgage  class  of  security  safe?     As  a 
rule,  yes,  although,  like  everything  else,  if  it  is  too 
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exclusively  leaned  upon  it  is  apt  to  fail  and  to  in- 
volve those  who  have  lent  the  money  in  loss.  British 
offices,  for  instance,  that  have  lent  large  amounts 
of  money  on  Irish  land,  have  for  many  years  been 
obliged  to  contemplate  the  possibility  of  having  to 
write  off  considerable  sums  as  irrecoverable.  Some 
of  them  probably  have  already  done  this  on  the 
quiet,  saying  nothing  about  it.  Great,  therefore, 
is  the  relief  afforded  to  them  by  the  latest  Irish 
Land  Act. 

As  years  have  gone  on,  however,  the  variety  of 
securities  offering  for  money  collected  by  life 
offices  has  enormously  expanded,  and  nowadays 
it  is  common  enough  to  see  life  offices  putting 
their  gatherings  into  all  manner  of  what  are  called 
"  marketable  securities "  which  in  former  days 
would  have  been  given  the  go-by.  There  is,  for 
example,  the  immense  class  of  bonds  and  other 
securities  issued  by  the  United  States  Railroads. 
Also  there  are  hundreds  of  millions  of  stocks  issued 
by  the  Railways  of  India,  as  well  as  by  the  Govern- 
ment of  India  and  by  Colonial  State  Governments. 
Our  own  municipalities,  likewise,  have  fallen  into 
the  debt-piling  fashion,  and  during  little  more  than 
a  generation  have  created  obligations  to  the 
amount  of  something  like  ;^300,ooo,ooo,  and  the 
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total  is  always  being  added  to.  We  have  further- 
more our  Home  Railways  with  their  debenture 
and  preference  guaranteed  stocks,  to  the  tune 
of  nearly  ;^700,OCK),ooo  ;  and  there  are  immense 
numbers  of  industrial  or  manufacturing  joint-stock 
companies  that  have  important  debenture  or  pre- 
ference share  issues,  some  of  which  have  proved 
tempting  to  insurance  offices.  Take  a  glance 
through  life  offices'  lists  of  investments,  then,  and 
note  whether  any  office  has  an  apparently  ex- 
cessive amount  in  any  one  class  of  security.  AH 
have  their  risks,  and  the  only  way  to  avoid  danger 
of  heavy  loss  in  any  one  direction  is  to  so  distribute 
the  investments  that  the  risk  in  a  particular  class  of 
security  will  not  be  excessive  in  proportion  to  the 
rest. 

Picking  up,  almost  at  random,  the  balance  sheet 
of  a  life  office  whose  total  assets  exceed  ^4,000,000, 
I  find,  for  example,  that  out  of  this  imposing  sum 
nearly  ;^900,ooo  is  invested  in  Home  Railway  de- 
bentures and  other  stocks,  over  ;^75o,ooo  in  Indian 
and  Colonial  State  Government  and  Colonial  Pro- 
vincial securities,  and  upwards  of  ;^5oo,ooo  in 
mortgages  on  property  within  the  United  King- 
dom, the  balance  being  distributed  over  a  variety 
of  classes  of  securities,  such  as  mortgages  on  life 
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interests  or  on  reversions,  mortgages  on  county  and 
corporation  rates,  loans  on  the  office's  own  policies 
within  their  surrender  value,  freehold  property, 
British  Government  securities,  and  so  on.  Is  this 
list  a  fairly  safe  one?  I  think  it  is.  There  may 
be  a  little  too  much  money  in  domestic  railway 
securities,  especially  if  a  large  amount  of  it  is  in 
the  ordinary  or  unprotected  stocks,  but  on  the 
whole  the  list,  as  far  as  its  mere  summary  of  invest- 
ments goes,  seems  to  be  a  thoroughly  good  one. 

Take  another  example,  however,  from  an  office 
whose  total  assets  exceed  ;^i2,5oo,ocx),  and  here 
we  find  nearly  ^5,500,000  of  the  total  sunk  in 
mortgages,  some  ;i^3, 000,000  of  it  on  property 
within  the  United  Kingdom,  and  nearly  ;^2,25o,ooo 
on  property  outside  the  kingdom.  Here  we  should 
say  the  proportion  of  the  money  invested  in  one 
particular  class  of  security  is  excessive,  especially 
that  sunk  in  mortgages  outside  the  United  King- 
dom. Is  this  company,  then,  in  a  weak  position  ? 
By  no  means,  but  its  position  is  such  that  its  con- 
trollers ought  to  devote  a  considerable  sum  every 
year  in  order  to  provide  against  the  possibility  of 
losses  upon  a  class  of  investments  difficult  to 
control,  and  wholly  unrealisable  in  mass  at  all 
times.    It  should  have  a  reserve,  not  merely  hidden. 
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but  openly  displayed,  so  as  to  add  to  the  con- 
fidence of  its  clients.  In  other  respects  its  figures 
are  quite  satisfactory.  I  do  not  even  object  to 
find  nearly  ;^2,ooo,ooo  of  the  money  sunk  in 
United  States  sterling  and  gold  bonds,  for  the 
higher  classes  of  these  bonds  seem  to  be  amongst 
the  best  securities  in  the  world. 

Yet  another  large  office  whose  assets  exceed 
;^5,ooo,ooo  has  upwards  of  ;^  1,000,000  in  mort- 
gages on  property  within  the  United  Kingdom, 
and  nearly  ;^2,7  50,000  in  railway  stocks  of  various 
descriptions,  including  preference  and  ordinary. 
Here  again  I  should  say  that  the  amount  sunk  in 
railway  securities  is  disproportionate,  and  that  it 
would  be  more  satisfactory  to  policy-holders  to 
see  the  money  scattered  over  a  greater  variety 
of  classes  of  stocks.  It  must,  however,  be  can- 
didly admitted  that  the  law  as  it  stands  does  not 
compel  life  offices  to  give  a  sufficiently  full  list  of 
their  investments  to  enable  definite  opinions  to  be 
expressed.  All  one  can  say  is  that  the  purchases 
or  placements  seem  to  have  run  too  much  in  one 
direction,  but  it  does  not  follow  that  the  invest- 
ments of  that  particular  group  are  not  in  them- 
selves good  or  of  the  best.  I  should  like  to  see 
all  life  office  investments  set  forth  in  detail,  some- 
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what  after  the  fashion  ordered  by  the  legislature  of 
the  State  of  New  York  and  of  other  States  in  the 
North  American  Union.  There  each  security  is 
named  and  the  amount  of  the  investment  therein 
set  forth  in  full,  so  that  it  is  possible  for  those  who 
wish  to  insure  to  find  out  without  much  trouble 
whether  the  money  appears  to  be  properly  put 
aside  or  not  Even  the  American  system,  how- 
ever, as  thus  illustrated  is  not  perfect,  and  I  think 
a  valuable  reform  at  home  would  be  one  which 
obliged  the  life  offices  to  set  forth  in  detail  every 
security  possessed  by  them,  together  with  the  cost 
price  and  the  actual  market  value  at  the  date  of 
the  balance  sheet. 

Passing  this  point  by  as  a  matter  to  some  ex- 
tent open  to  controversy,  the  broad  rule  to  be 
observed  by  those  in  quest  of  an  office  with  which 
to  effect  a  life  or  endowment  policy  is  that  any 
British  office  which  has  the  bulk  of  its  securities 
invested  in  property  or  stocks  of  the  United 
Kingdom  is  on  the  whole  safer  than  one  that  goes 
far  afield.  This  is  especially  the  case  with  mort- 
gages upon  real  estate  abroad,  the  quality  of 
which  is  apt  to  fluctuate  in  a  manner  surprising 
to  those  who  have  never  given  the  subject  any 
study,  and  1  should  give  the  preference  to  an  office 
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which  has  no  excessive  or  disproportionate  mass 
of  its  funds  in  any  one  class  of  security,  however 
good,  not  even  in  Home  Railway  stocks  or  in 
Home  mortgages. 

6.   SURRENDER  VALUES 

Having  ascertained  these  points,  it  is  then 
necessary  to  go  on  and  find  out  what  the  treat- 
ment of  the  insured  is  by  the  particular  offices. 
This  does  not  vary  nowadays  so  much  as  it  once 
did.  Upwards  of  twenty  years  ago  now,  when  I 
had  occasion  to  animadvert  a  good  deal  upon  the 
shortcomings  of  our  life  offices  in  regard  to  their 
clients,  the  abuses  were  numerous.  Many  of  the 
offices  were  extremely  tardy  in  meeting  claims 
after  they  had  become  due  owing  to  the  death  of 
the  policy-holder ;  others  took  an  excessive  pro- 
portion of  the  profits  accruing  on  with  profit 
policies ;  others  charged  too  high  premiums  and 
gave  too  little  in  return ;  and  above  all  there  was 
shameful  niggardliness  in  the  matter  of  surrender 
values.  Some  of  these  imperfections  remain, 
notably  the  difficulty  that  often  arises  over  the 
dates  of  birth  when  policies  become  claims. 

What  is  a  surrender  value?  It  is  simple 
enough.     Let  us  suppose  that  you  have  taken  out 


78    THE   BUSINESS   OF   INSURANCE 

a  life  policy  for  ;^i,ooo,  and  that,  after  say  ten 
years,  circumstances  make  it  impossible  for  you  to 
continue  to  pay  the  premiums  on  this  policy. 
Assuming  the  premium  to  have  been  £2$  per 
annum,  in  the  course  of  ten  years  you  will  have 
given  the  office  whose  policy  you  purchased  ;^2S0, 
and  furthermore  will  have  sacrificed  the  interest 
which  this  money  might  have  been  earning 
if  deposited  by  you  as  saved.  On  the  other  hand, 
the  life  office  has  been  enjoying  the  use  of  this 
money  all  the  time  and,  less  the  10  to  15  per  cent, 
of  it  absorbed  in  current  expenses,  will  have  been 
accumulating  the  profit  upon  the  balance  invested 
by  it  at  4  per  cent,  or  3  per  cent,  per  annum.  The 
;^25o  will  therefore  have  become  perhaps  £^20, 
perhaps  more,  in  the  hands  of  the  life  office,  all 
deductions,  or  "loadings,"  as  they  are  called,  for 
expenses  allowed  for.  When  your  inability  to 
continue  paying  the  premium  compels  you  to  go 
to  the  life  office  in  quest  of  relief,  the  question  to 
be  determined  is  what  proportion  of  this  money 
the  office  will  hand  you  back  on  the  cancellation 
of  the  contract.  In  former  days  some  of  the 
offices  gave  nothing  at  all,  others  in  a  more  or  less 
niggardly  fashion  threw  back  insignificant,  some- 
times derisory,  amounts  and  sent  the  unfortunate 
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client  away  with  a  grudge  against  life  insurance  in 
all  its  forms. 

There  has  been  a  considerable  reform  in  this 
respect  in  recent  years,  but  a  good  deal  has  to 
be  done  still,  and  I  know  but  few  offices  which 
frankly  set  forth  at  the  time  the  policy  is  taken 
out  the  surrender  value  it  will  carry  after  each 
year  of  life.  This  could  be  done  by  all  of  them 
without  the  slightest  difficulty.  To  avoid  doing 
it  is,  therefore,  to  pave  the  way  for  deceptions, 
and  it  may  be,  in  some  cases,  to  make  consider- 
able sums  of  money  at  the  expense  of  the  policy- 
holders. These  policy-holders  naturally  do  not 
understand  the  subject,  and  through  not  under- 
standing it  many  of  them  probably  advance  un- 
reasonable demands.  They  forget  two  important 
considerations  which  the  actuary  must  take  into 
account  in  determining  the  proportion  of  the 
money  paid  in  that  can  be  handed  back  without 
injuring  the  other  policy-holders  or  loss  to  the 
company.  The  first  relates  to  the  cost  of  working 
the  business.  Most  offices  that  give  commissions 
to  those  who  procure  business  for  them  pay  over 
as  commission  a  larger  percentage  of  the  first 
premium  or  first  two  or  three  premiums  than  they 
do  in  after  years  for  the  mere  collection  of  the 
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stipulated  amounts  as  they  fall  due.  Some  ex- 
travagant offices  hand  over  as  commission  50  per 
cent.,  60  per  cent.,  and  even  more  of  the  first 
year's  premium  to  the  man  through  whose  agency 
the  policy  is  effected.  Afterwards  the  commissions 
may  amount  to  only  2^  per  cent,  or  at  most  5  per 
cent.,  of  the  premiums  received.  In  addition  there 
is  the  regular  current  expenditure  of  the  office 
on  its  establishment — board  of  directors,  upper 
officials,  general  staff,  office  rent,  and  so  forth. 
This  may  amount  to  from  5  to  10  or  even  15  per 
cent.,  according  as  the  management  is  lavish  or 
economical ;  but  whatever  its  amount,  this  ex- 
penditure has  to  be  deducted  from  the  money 
received  as  premiums,  and  the  balance  alone  is 
left  for  investment.  If  the  insurant  becomes 
unable  within  a  period  of  five  or  six  years  to 
continue  his  payments,  it  must  be  obvious  that 
the  office  whose  policy  he  holds  cannot  afford  to 
give  back  so  large  a  proportion  of  the  money 
received  by  it  as  it  could  do  were  the  policy  ten 
or  twenty  years  old.  It  has  spent  a  dispropor- 
tionately large  part  of  the  premiums  collected  in 
paying  first  commissions,  and  the  effect  of  such 
heavy  disbursement  is  but  gradually  obliterated 
by  the  continuance  of  payments  over  a  long  series 
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of  years.  The  surrender  value  of  a  policy  must 
accordingly  be  small  for  a  young  policy  compared 
with  the  sum  disbursed  by  the  policy-holder. 

The  other  point  which  the  policy-holder  almost 
invariably  overlooks  is  his  share  in  the  general 
risk. 

It  has  already  been  pointed  out  that  the  business 
of  life  insurance  depends  upon  averages — the  aver- 
age duration  of  life,  the  average  rate  of  interest 
on  the  money  invested,  and  so  on.  The  life  office 
that  issues  a  policy  knows  now  with  mathematical 
precision  what  the  risk  it  undertakes  amounts  to ; 
that  is  to  say,  an  approximately  certain  proportion 
of  its  policy-holders  will  die,  or  a  preascertained 
minimum  number  of  fixed  period  policies  will 
become  claims  within  the  current  twelve  months. 
These  various  claims  fall  upon  the  general  funds 
provided  by  all  the  insured,  and  every  new  policy- 
holder in  entering  into  a  contract  with  a  life  office 
undertakes  his  share  of  this  average  liability.  The 
office  must  put  aside  so  much  of  the  money  it 
receives  in  order  to  provide  for  this  liability,  and 
as  long  as  the  policy  endures  its  holder  must  bear 
a  well-defined  proportion  of  the  expenditure  the 
claims  falling  in  throw  upon  the  office.  It  follows 
that  a  man  who  is  unable  to  continue  his  premium 
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payments  cannot  expect  to  get  back  the  whole 
of  the  balance  of  his  money  after  working  ex- 
penses, commissions,  and  so  on  have  been  pro- 
vided for.  Asssume  that  lo  per  cent,  of  his 
premiums  are  on  the  average  required  to  be  set 
aside  to  accumulate  at  compound  interest  in  order 
to  meet  the  charge  continually  imposed  by  the 
falling  due  of  claims,  then  that  amount  must 
clearly  be  deducted  from  the  premiums  paid  in 
addition  to  the  current  expenditure. 

Suffer  me  to  illustrate  this  point  somewhat  more 
fully.  Let  me  assume  that  you  have  taken  out  a 
policy  for  ;^i,ooo  at  the  age  of  thirty,  and  that  this 
policy  is  one  of  2,000  similar  contracts  entered  into 
by  the  office.  According  to  the  tabulated  experi- 
ences of  life  compiled  by  the  Institute  of  Actuaries, 
and  known  as  the  Hm.  (healthy  male)  and  Hf. 
(healthy  female)  tables,  the  deaths  to  be  expected 
within  a  year  among  the  2,000  policy-holders  of  a 
like  age  with  yours  will  number,  let  us  say,  thirty- 
six.  The  office  must  therefore  lay  its  account  with 
having  to  find  about  £^6,000  in  the  twelve  months 
in  order  to  meet  claims  on  its  policies  arising 
through  death.  The  whole  of  this  charge  does  not 
fall  upon  current  premiums,  because  previously 
received   premiums  covering  policies    already  in 
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existence  have  been  invested  and  are  accumulating 
at  compound  interest,  but  a  proportion  does,  and 
the  proportion  is  naturally  heavier  in  the  earlier 
years  of  a  policy  than  in  the  later,  when  compound 
interest  tells  in  accumulating  funds  over  and  above 
the  product  of  hoarded  net  premiums  against  the 
liability  on  the  policy.  Whatever  the  risks  may  be, 
as  determined  by  the  experience  of  the  office,  the 
range  of  its  business,  the  average  age  of  its  policies, 
etc.,  a  percentage  of  the  accretions  of  premiums  and 
compound  interest  has  to  be  reserved  against  them, 
but  in  time  the  accumulations  should  more  than 
cover  all  risks  and  leave  the  office  with  a  profit. 

It  follows  that  the  net  amount  coming  back  to 
the  policy-holder  out  of  the  premiums  paid  must 
be  small  in  proportion  to  the  youth  of  the  policy. 
Therefore  in  the  early  years  of  its  existence  the 
policy  cannot  have  a  large  surrender  value  even  in 
the  best  and  most  carefully  conducted  life  office. 
On  the  other  hand,  as  the  years  pass  the  net 
amount  available  for  the  policy  ought  to  increase, 
not  merely  through  the  continued  payments  of 
premiums,  but  by  the  accumulation  at  compound 
interest,  and  there  can  be  no  difficulty  whatever  in 
determining  to  a  shilling  what  this  amount  is  after 
all  risks  have  been  calculated  and  allowed  for.     It 
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follows  that  every  life  office  which  conducts  its 
business  on  honourable  lines  is  at  any  moment  in 
a  position  to  say  what  the  real  surrender  value  of 
a  policy  amounts  to,  and  there  is  no  reason  what- 
ever why  tables  of  surrender  values  should  not  be 
as  common  in  life  insurance  offices'  prospectuses 
as  tables  of  premiums. 

Some  of  the  most  enlightened  and  progressive 
offices  do  supply  such  tables  and  find  the  custom 
to  their  advantage,  but  the  great  bulk  of  them  still 
hesitate  to  take  this  step  and  leave  their  clients  in 
the  dark.  This  ought  not  to  be  the  case.  From 
one  point  of  view,  life  insurance  is  simply  a  method 
of  laying  up  savings,  and  it  ought  not  to  be  so 
costly  a  method  as  it  too  often  proves  to  be,  to 
those  who  become  unable  to  continue  premium 
payments,  if  the  business  is  properly  conducted, 
and  as  the  actual  surrender  value  grudgingly  doled 
out  by  many  important  offices  on  old  standing 
policies  would  lead  one  to  infer.  Several  life  offices, 
indeed,  set  forth  the  advantage  of  accumulations 
of  money  in  their  hands  compared  with  the  interest 
received  upon  money  deposited  in  banks.  I  have 
such  a  table  before  me  contrasting  the  value  of  life 
policies  with  the  benefits  accruing  from  deposits  of 
fixed  sums  in  banks,  and  if  this  contrast  can  be 
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applied  to  policies  which  run  their  course  and  be- 
come claims  in  the  ordinary  way,  it  can  just  as 
well  apply  to  surrender  values,  provided  the  client 
is  made  to  understand  plainly  the  conditions  under 
which  the  business  is  conducted,  provided  also  the 
office  issuing  the  policy  is  not  occupied  in  accumu- 
lating dishonest  profits.  There  is  no  advantage 
gained  by  concealing  from  those  who  take  out  life 
policies  that  it  is  an  expensive  method  of  saving 
money.  At  the  very  best  it  must  be  this,  but  the 
justification  for  taking  out  a  policy  lies  in  the  fact 
that  it  is  a  provision  against  the  unforeseen,  and  it 
ought  to  be  made  attractive  to  the  community  by 
the  liberality  with  which  people  who  insure  are 
treated  when  they  may  be  compelled  by  force  of 
circumstances  to  abandon  the  contract. 

I  have  looked  into  the  offers  of  surrender  value 
made  by  two  eminent  and  wealthy  Scotch  life 
offices  in  respect  to  policies  for  ;^  1,000  "with 
profits"  that  have  been  twenty-eight  years  in 
existence,  and  cannot  say  that  I  have  found  either 
of  them  satisfactory,  but  one  is  much  more  so 
than  the  other.  At  the  rates  of  premium  charged 
and  left  for  accumulation,  after  allowing  liberally 
for  expenses — the  net  premiums,  that  is  to  say,  as 
invested  at  4  per  cent,  compound  interest — the 
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actual  cash  behind  each  of  these  policies  ought  to 
be  at  the  end  of  the  twenty-eight  years  about 
;^i,000,  more  rather  than  less,  especially  more  if 
the  average  interest  earned  has  exceeded  4  per 
cent.  Now  one  of  these  offices  offers  about  £700 
as  surrender  value  upon  the  policy  of  ;^i,cxx) 
twenty-eight  years  old,  and  the  other  only  £^00- 
These  amounts  in  each  instance  cover  not  merely 
the  amount  of  the  policy  itself,  but  the  surrender 
value  of  the  accrued  bonus  as  representing  profits, 
and  in  one  case  the  amount  of  such  accrued 
bonuses  credited  to  the  policy  exceeds  ;^300.  In 
other  words,  were  the  policy  to  become  a  claim  at 
once,  the  office  would  have  to  pay  between  ;^  1,300 
and  ;^I400  upon  it.  It  follows  that  the  office  which 
gives  the  better  surrender  value  reserves  at  least 
;^300,  in  the  shape  of  money  actually  in  hand, 
to  cover  the  general  risks  of  the  business,  and  it 
may  be  that  is  not  far  from  a  fair  proportion  ;  but 
the  same  cannot  be  said^of  the  other  office,  which 
keeps  full  half  of  the  actually  accumulated  money. 
Such  conduct  is  little  better  than  highway  robbery, 
and  I  should  never  recommend  anybody  to  take 
out  a  policy  in  that  office. 

Allowing  for  what  is  called  the  expenses  "  load- 
ing," the  net  sum  in  premiums  paid  over  by  the 
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policy-holder  in  the  course  of  these  twenty-eight 
years  should  amount  to  between  £$90  and  £620. 
This  is  after  deducting  a  fairly  high  percentage 
for  expenses,  and  the  only  inference  I  can  draw  is 
that  the  office  which  offers  to  return  less  than  the 
amount  it  has  received  in  net  premiums,  without 
counting  any  compound  interest  whatever,  after 
paying  all  its  expenses,  is  not  treating  its  policy- 
holders with  an  approach  to  common  fairness. 
One  of  the  offices  I  am  dealing  with  is  proprietary 
and  the  other  mutual,  and  it  is  the  proprietary  office 
which  gives  the  worse  surrender  value ;  but  the 
cause  of  the  difference  need  not  necessarily  lie  in 
the  constitution  of  the  office.  It  is  much  more 
likely  to  be,  in  regard  to  the  more  niggardly  one, 
an  inheritance  from  a  bad  past.  It  is  an  office 
which  does  not  openly  publish  surrender  values  as 
its  rival  does,  so  that  every  policy  issued  by  it 
which  threatens  to  lapse  is  a  matter  of  bargaining, 
and  the  spirit  doubtless  prevails  of  making  the 
best  possible  for  the  office  out  of  every  failure. 
Probably  enough,  in  the  course  of  years,  those 
policies  which  become  claims  in  the  ordinary  way 
reap  some  benefit  from  this  short-sightedness  in 
the  form  of  augmented  bonuses,  or  the  total  of  the 
funds  in  hand  may  be  swollen  out  to  an  extent 
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which  gratifies  vanity,  and  also  opens  the  door 
to  such  impostures  as  the  "  natural  premium  "  or 
"  assessment "  experiments  already  described  ;  but 
the  sharp  practice  is  none  the  less  objectionable 
on  that  account,  and  it  ought  to  be  abandoned. 

In  short,  the  action  of  one  at  least  of  these 
offices  in  this  matter  of  surrender  values  is  typical 
of  a  widely  prevalent  abuse  which  must  be 
remedied  if  life  insurance  is  to  become  really 
attractive,  and  those  life  offices  which  are  the  first 
to  reform  their  practice  towards  the  unfortunates 
who  cannot  continue  to  pay  up  will  be  sure  to 
find  their  reward  in  augmented  business.  Every- 
thing is  known  to  the  conductors  of  the  business, 
every  risk  except  the  risk  of  a  world-wide  credit 
catastrophe,  and  at  any  moment  the  actual  cash 
value  of  a  policy  can  be  stated  with  extreme 
nicety.  Consequently  there  ought  to  be  no  diffi- 
culty whatever  in  the  way  of  a  surrender  value 
table  being  issued  by  every  office  doing  life  insur- 
ance business. 

Defective  though  our  home  life  insurance  habits 
may  be  towards  the  unfortunates  who  fall  out  of 
the  race,  the  worst  of  them  are,  one  may  say, 
princely  in  their  liberality  compared  with  the 
alien  offices,  some  among  whom  do  an  imposing 
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amount  of  "  new "  business,  business  that  seldom 
lives  to  become  old.  These  alien  offices  may  be 
said  to  live  by  robbing  the  poor,  and  some  of 
them  do  it  with  an  affectation  of  liberality,  not 
to  say  pure  benevolence,  which  serves  but  to  add 
to  the  disgust  their  maleficent  industry  excites. 
All  the  more  reason  for  avoiding  their  snares. 

7.  RATES  OF  INTEREST 
Another  matter  of  considerable  importance  to 
those  who  wish  to  take  out  life  policies  centres  in 
the  average  rates  of  interest  actually  earned  by 
the  office  they  go  to,  and  the  rate  at  which  it 
calculates  its  accumulations  at  compound  interest. 
The  present  generation  has  seen  a  great  change 
in  the  fructifying  attributes  of  saved  money. 
Owing  to  a  variety  of  influences,  which  need  not 
be  described  in  detail,  the  rate  of  interest  upon 
such  first-class  securities  as  life  offices  are  war- 
ranted in  purchasing  has,  until  within  the  past 
four  years,  materially  and  steadily  declined,  so 
that  while  a  generation  ago  it  was  easily  possible 
to  get  4I  and  not  difficult  to  get  5  per  cent,  as  an 
average  upon  invested  money,  it  is  now,  and  not- 
withstanding the  recent  decline  in  prices  on  the 
Stock  Exchange,  difficult  to  get  3^,  and  not  pru- 
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dent  to  look  for  more  than  4  per  cent.  This 
change  must  obviously  affect  the  value  of  with 
profit  policies,  the  rates  of  premium  charged,  and, 
in  extreme  cases,  even  the  stability  of  the  office. 
In  order  to  understand  the  subject,  it  may  be  well 
to  advert  here  to  what  are  called  quinquennial  or, 
in  some  instances,  septennial  valuations.  This  is 
an  old  practice  amongst  life  offices,  by  which 
they  take  elaborate  and  complete  stock  of  their 
positions  every  five  or  seven  years.  I  have  never 
been  able  to  see  why  there  should  be  such  long 
intervals  between  balancings  up,  and  think  that 
the  practice  now  adopted  by  one  or  two  offices  of 
annual  balancings  ought  long  ago  to  have  become 
the  general  usage.  Be  this  as  it  may,  the  quin- 
quennial valuation  is,  so  far  as  the  insured  are 
concerned,  an  opportunity  to  enable  them  to 
judge  whether  the  office  is  conducting  its  business 
upon  safe  lines  or  otherwise.  All  that  the  candi- 
date for  insurance  requires  to  look  at  is  the  rate 
at  which  the  actuarial  valuer  calculates  the  accu- 
mulation of  the  office's  funds  at  compound  interest. 
Formerly  actuaries  were  justified  in  relying  upon 
4  per  cent,  and  making  their  forecast  of  compound 
interest  accumulations  on  that  basis,  whereas  now 
the  most  prudent  and  careful  offices  do  not  count 
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on  more  than  2^  per  cent.  It  should  be  explained 
that  the  quinquennial  valuation  relates  to  the 
future  quite  as  much  as  to  the  past,  so  far  as 
the  policy-holder  is  concerned.  The  office,  let  us 
suppose,  has  ;^2,ooo,ooo  invested  and  an  annual 
premium  income  of  so  much.  During  the  expired 
five  years  it  has  received  an  aggregate  of  so  much 
in  premiums,  and  so  much  in  interest,  rents,  and 
dividends,  and  it  has  paid  out  so  much  in  claims 
and  so  much  in  expenses.  The  funds  invested 
have  accumulated  at  such  and  such  a  rate,  and 
after  meeting  all  claims  there  should  be,  if  the 
forecast  of  five  years  before  was  prudent,  a  certain 
balance  left  over.  If  interest  has  been  over-esti- 
mated, or  if  the  rate  of  mortality  or  of  current 
expenditure  has  exceeded  expectations,  or  if  un- 
foreseen losses  have  occurred,  there  may  be  a 
deficit. 

That  is  all  simple  enough,  but  it  is  not  sufficient 
for  the  purpose  in  hand.  The  actuary  proceeds 
on  the  basis  of  these  figures  of  the  past  experi- 
ence to  reckon  what  will  be  the  course  of  business 
in  the  coming  five  years,  what  the  result  to  actual 
members  of  the  combination ;  and  one  of  the  main 
elements  in  his  calculation,  apart  from  mortality 
experience,  the  ratio  of  expenses  to  income,  and 
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other  purely  actuarial  matters,  is  the  expected  rate 
of  interest  at  which  the  funds  in  hand  and  to  be 
received  will  roll  up.  If  the  rate  of  interest 
assumed  is  a  high  one,  the  profits  of  the  coming 
five  years  will  probably  look  large  and  give  a 
prospect  of  handsome  future  "  bonuses "  to  those 
policy-holders  who  share  in  the  "profits."  If  the 
rate  is  small,  on  the  other  hand,  the  accumulations 
will  bulk  much  less  pleasantly  to  the  eye,  and  the 
bonuses  may  seem  comparatively  insignificant. 

It  might,  however,  happen,  were  a  high  rate  of 
accumulation  relied  upon,  that  the  end  of  the  next 
quinquennium  would  find  the  office  short  of 
funds.  Instead  of  a  surplus  there  might  be  a 
deficiency,  and  according  to  the  amount  of  that 
deficiency  would  be  the  danger  and  the  dis- 
appointment. It  is  not  by  any  means  a  rare 
experience  for  offices  to  fall  into  this  disagreeable 
position.  They  may  have  been  overtaken  by  a 
decline  in  the  rate  of  interest,  and  may,  perhaps, 
have  been  compelled  also  during  the  five  years  to 
meet  a  somewhat  larger  volume  of  claims  than 
had  been  looked  for,  or  they  may  have  indulged 
too  freely  in  outlays  to  secure  new  business,  and 
the  consequence  is,  when  the  accounts  come  to  be 
made   up,  that   there   is   no   bonus  available   for 
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profit-sharing  policies,  or  only  such  an  insignifi- 
cant one  as  will  deprive  the  office  of  attractive- 
ness. 

The  moral  of  all  this  is  to  avoid  offices  which 
reckon  to  accumulate  their  funds  at  high  rates  of 
interest,  and  to  select  those  which  at  the  outside 
look  for  their  funds  to  roll  up  at  a  compound 
interest  of  no  more  than  3  per  cent.  Some  of  the 
best  offices  now  reckon  their  rates  of  accumulation 
on  what  is  called  a  2|  per  cent,  basis  only,  and 
from  the  point  of  view  of  the  policy-holder  these 
are  the  safest  of  all,  other  conditions  being  like- 
wise good.  Still,  even  this  prudence  may  be 
carried  to  excess,  and  has  its  drawbacks  for  the 
heirs  of  those  who  die  soon.  It  is  seldom  that 
money  earns  so  little  as  2|  per  cent.,  but  whatever 
it  yields  beyond  that  figure  goes,  or  should  go, 
to  swell  reserves  and  to  augment  long -distant 
bonuses,  bonuses  accruing  on  policies  that  do  not 
become  claims  for  many  years,  at  the  expense 
of  claims  arising  during  the  current  quinquennium. 
It  is  thus  possible  to  be  over-prudent  in  the  matter 
of  interest  rates,  especially  when  these  are  fixed 
excessively  low  for  a  long  term  of  years  ahead. 
All  the  more  ground,  then,  for  urging  an  abandon- 
ment of  the  five-yearly  or   seven-yearly  system 
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of  valuations  or  actuarial  vaticinations.  Let  the 
business  of  the  past  year  be  vigilantly  reviewed 
and  its  experience,  added  to  that  of  former  years 
and  modified  thereby,  be  utilised  for  the  calcula- 
tions relating  to  the  current  or  coming  year. 

It  may  be,  and  often  is,  said  by  the  mere  un- 
instructed  individual  who  comes  from  the  mass 
of  the  public  to  insure  his  life  that  he  is  being 
cheated  if  the  rate  at  which  the  money  is  accumu- 
lated is  estimated  too  low.  The  profits  upon  his 
policy  will  not  be  so  high  as  if  a  better  rate  of 
interest  had  been  fixed  upon,  one  more  in  accord- 
ance with  the  actual  experiences  of  the  office. 
"  Why,"  it  will  be  asked,  "  should  an  office,  whose 
actual  average  interest  and  dividend  earnings  for 
the  past  five  years  was  3^  or  4  per  cent,  calculate 
its  accumulations  for  the  coming  five  years  at  only 
2^?  That  looks  like  cheating  the  profit-sharing 
policy-holder  of  i  per  cent,  of  the  accumulation 
upon  his  money." 

Nothing  of  the  kind  may  happen  should  a 
policy  continue  over  several  quinquennia.  Upon 
such  the  actual  earnings  in  excess  of  the  forecast 
are,  or  should  be,  merely  so  much  money  to  the 
good.  The  bonus  that  becomes  payable  as  repre- 
senting the  policy-holder's  share  in  the  gains  is  in 
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that  event  not  improbably  increased,  will  certainly 
be  so  if  the  office  is  honest.  The  bonus,  in  other 
words,  is  larger  than  the  holder  of  the  policy  had 
been  led  to  expect,  and  he  is  gratified  by  seeing 
a  bigger  addition  to  the  capital  value  of  his  policy, 
or  a  larger  sum  available  to  meet  reductions  in 
premiums,  than  he  had  been  told  to  look  for.  All 
that  the  fine  rate  of  interest  means  for  policies 
which  survive  the  quinquennium  is  that  the  office 
is  trading  cautiously  and  not  throwing  out  ex- 
travagantly dressed-up  baits  in  order  to  induce 
people  to  insure.  It  is  running  no  risks,  and 
consequently  its  clients  are  protected.  But 
policies  becoming  claims  within  the  quinquen- 
nium may  very  well  suffer.  There  is  really  no 
reason,  except  that  found  in  old  usage,  for  con- 
tinuing this  habit. 

There  is  another  point  which  demands  an  in- 
telligent appreciation  on  the  part  of  the  public. 
Quite  a  number  of  offices  in  this  country,  especially 
those  of  colonial  or  foreign  origin,  deliberately 
trade  upon  chances  of  accumulating  funds  at  a 
rate  of  interest  considerably  higher  than  those 
deemed  safe  or  proved  by  experience  to  be  safe 
in  the  United  Kingdom.  I  have  no  doubt  what- 
ever that  the  offices  which  conduct  their  business 
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on  these  lines  will  disappoint  their  clients.  They 
offer  more  than  they  can  pay  either  now  or  in 
the  future.  Such  offices  are  not  exempt  from  the 
tendency  to  shrink  which  has  affected  all  rates  of 
interest  during  the  present  generation,  a  tendency 
that  is  universal  and  probably  permanent,  in  spite 
of  accidental  interruptions,  such  as  the  occurrence 
of  a  costly  war  or  some  other  wealth-exhausting 
calamity.  It  is  the  invariable  experience  of  a  new 
country  undergoing  settlement  that  capital  is  most 
expensive  when  the  country  is  young.  Rates  of 
interest  may  range  from  8  to  lo  or  12  per  cent,  in 
newly  occupied  territories,  because  money  therein 
is  invariably  scarce.  Capital  has  to  be  imported, 
and  is  lent  upon  securities  of  untried  and  unknown 
value,  therefore  it  is  both  scarce  and  dear.  As  a 
country  progresses,  however,  and  begins  to  ac- 
cumulate capital  of  its  own,  the  rates  of  interest 
invariably  tend  downwards. 

That  has  been  the  experience  in  all  our  white 
colonies  and  in  the  United  States,  and  it  is  also 
the  experience  in  South  America.  As  capital  ac- 
cumulates, wealth  in  the  hands  of  bankers,  etc., 
grows  in  volume,  and  the  rates  of  interest  it  can 
command  tend  to  come  down.  Therefore  a  life 
office  which  conducts  its  business  upon  the  as- 
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sumption  that  high  rates  of  interest  will  be  perma- 
nent, and  which  enters  into  long  contracts  founded 
on  this  assumption,  is  certain,  no  matter  what  the 
push  and  go  exhibited  in  conducting  the  business 
may  be,  to  land  its  clients  in  losses.  It  either 
pays  away  too  much  on  actual  claims  or  promises 
too  much  in  the  future,  and  affliction  for  all 
concerned  follows.  Sooner  or  later  that  must  be 
the  case  with  many  alien  offices,  and  therefore  I 
insist  the  more  that  those  who  are  about  to  insure 
their  lives  should  carefully  examine  into  the 
record  of  the  offices  whose  prospectuses  they  may 
study  in  regard  to  the  rates  adopted  by  them  in 
calculating  the  speed  at  which  the  money  in  their 
hands  will  accumulate  at  compound  interest.  Far 
better  go  to  a  2|  per  cent  office  than  to  a 
4  per  cent.  one. 

8.  RISKS  ATTENDING  ENDOWMENT  INSURANCE 
Probably  the  system  of  insurance  called  endow- 
ment will  first  bring  to  light  the  delusive  character 
of  promises  made  by  life  offices  that  habitually 
disregard  prudence  in  the  matter  of  the  rate  of 
interest  they  assume  in  calculating  prospective 
profits.  These  endowment  policies  fall  due  at 
fixed    dates,   and   if   an    office,   relying    upon    a 
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steady  income  from  interest  at  the  rate  of  5  per 
cent,  makes  promises  of  bonus  and  profit  additions 
at  the  end  of  the  term  calculated  upon  this  rate  of 
interest,  or  something  near  it,  there  is  certain  to 
be  disappointment,  especially  when  excessive 
current  expenditure  is  likewise  indulged  in  and 
excused  by  the  same  assumption.  Already  many 
sorrowful  results  have  come  painfully  home  to 
British  investors  in  endowment  policies  sold  by 
alien  offices,  and  they  are  now  aware  of  the  de- 
ception thus,  perhaps  involuntarily,  certainly  un- 
scrupulously, practised  upon  them.  There  is  far 
less  of  this  kind  of  deception  practised  by  British 
offices  than  by  alien  ones.  Nevertheless,  some  of 
our  own  life  offices  are  much  too  heedless  in  dis- 
regarding the  tendency  of  interest  to  decline,  and 
continue  to  adopt  high  rates  of  interest  in  dealing 
with  anticipations  of  the  future.  These  offices  are 
thus  preparing  for  themselves  and  for  their  clients 
bitter  disillusionment,  and  they  ought  to  be 
avoided  by  every  prudent  citizen  who  desires  to 
make  a  solid  provision  against  the  risks  of  the 
unknown. 
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9.  BONUSES  USED  TO  MEET  PREMIUMS 
What  has  been  said  above  about  surrender 
values  has  been  based  upon  the  tacit  assumption 
that  there  is  no  alternative  offered  to  a  holder  of 
a  life  policy  other  than  its  surrender,  should  he  be 
unable  to  continue  the  payment  of  the  premiums 
on  the  scale  originally  contracted  for.  This,  how- 
ever, is  by  no  means  the  fact,  and  hence  the 
practical  value  of  taking  out  policies  endowed  with 
a  share  in  what  is  called  the  profits.  Let  us 
suppose  that  a  man  has  paid  the  premiums 
steadily  upon  his  life  policy  of  ;^  1,000  over  a 
period  of  twenty  years,  and  has  never  touched 
any  of  the  bonuses  assigned  at  each  valuation  as 
profit  upon  that  policy.  He  will  in  this  way,  after 
a  term  of  years,  have  a  fund  over  and  above  the 
nominal  amount  of  the  insurance  which  may 
amount  to  ;^30O,  or  to  .^400  in  the  case  of  a  first- 
class  office,  upon  which  he  can  draw  in  order  to 
tide  over  a  period  of  distress,  and  still  leave  the 
original  sum  fixed  in  the  policy  untouched.  The 
office  will  be  quite  willing  to  devote  this  bonus 
money  to  the  payment  of  premiums  during  the 
time  the  policy-holder  may  be  unable  himself  to 
find  the  money,  or  it  will  pay  whatever  propor- 
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tion  of  such  premiums  he  is  unable  to  meet  out  of 
this  accumulated  fund.  Should  that  fund,  through 
lapse  of  years,  have  become  large,  the  money  may 
be  sufficient  to  meet  all  further  payments  upon 
the  policy,  helped  as  it  will  be  by  future  profit 
accumulations.  In  short,  there  are  a  great  number 
of  devices  which  may  be  fallen  upon,  given  the 
accumulation  of  bonuses,  in  order  to  protect  the 
policy-holder  from  loss.  No  reputable  ofiice  now 
cancels  a  policy  through  accidental  failure  to  meet 
premiums  when  due,  and  I  do  not  think  any  office 
refuses  to  employ  the  accumulated  bonuses,  or 
the  cash  equivalent  thereof,  which,  however,  is  a 
very  different  thing,  in  paying  premiums  in  order 
to  keep  policies  alive. 

Some  offices  take  other  methods  of  easing  pay- 
ments for  their  clients.  They  begin  by  charging  a 
tolerably  high  scale  of  premium  for  a  fixed  term  of 
years.  At  the  end  of  that  period,  if  the  policy  is 
still  in  force,  a  reduction  in  the  premium  takes 
place,  the  ofKce  automatically  applying  the  accrued 
profits,  or  part  of  them,  to  meet  the  recurring 
obligation.  One  old  and  important  office,  for 
example,  charges  a  fixed  premium  for  the  first 
seven  years  on  a  tolerably  high  scale,  and  then 
applies  the  profits  that  have  accrued  to  the  life 
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policy  in  effecting  an  immediate  reduction  of 
55  per  cent,  in  the  future  premiums.  Other  offices 
also  have  a  gradually  descending  scale  which  would 
ultimately  wipe  the  premium  payments  out  should 
the  policy-holder  live  long. 

Then,  again,  almost  every  office  will  allow  an 
agreed  upon  proportion  of  the  annual  premiums 
to  stand  over  and  accumulate  against  the  capital 
of  a  policy  as  a  debt.  This,  however,  is  an  expen- 
sive method  of  surmounting  hard  times,  because 
the  rule  is  to  charge  5  per  cent,  interest  upon  such 
advances,  and  were  the  plan  resorted  to  early  in 
the  life  of  a  policy,  it  would  probably  be  cheaper 
for  the  holder  to  get  the  old  contract  cancelled  and 
enter  into  a  new  one  on  a  basis  more  within  his 
present  means. 

One  advantage  of  a  life  policy,  after  it  has  been 
in  existence  for  a  sufficient  number  of  years  to 
become  a  pawnable  security,  is  that  money  can  be 
raised  upon  it  in  an  emergency,  and  nearly  all 
reputable  life  offices  are  willing  to  make  advances 
upon  their  own  policies  to  an  amount  inside  their 
surrender  value,  whatever  that  may  be.  Generally 
speaking,  they  charge  5  per  cent,  for  such  advances,  * 
so  that  the  borrowing  cannot  be  considered  too 
cheap,  and,   possibly  enough,  those   in   need  of 


102    THE  BUSINESS   OF   INSURANCE 

temporary  aid  of  this  description  might  sometimes 
be  able  to  get  the  money  on  the  security  of  their 
poh'cy  at  a  lower  rate  elsewhere ;  but  it  is  not  for 
the  good  of  policy-holders  that  borrowing  should 
be  easy  upon  their  contracts,  and  I  certainly  do  not 
recommend  any  ordinary  householder  to  take  out 
a  life  policy  merely  as  an  instrument  for  raising 
credit.  There  may,  however,  arise  occasions  when 
it  would  be  expedient,  or  even  necessary,  to  take 
out  a  policy  as  collateral  security  for  advances  of 
money  required  in  a  man's  business ;  and  no  small 
part  of  the  policies  issued  by  some  offices  is  of 
this  description. 

Such  policies,  however,  come  within  the  special 
category  with  which  I  hardly  think  it  necessary  to 
deal,  and  very  often  they  are  taken  out  for  a  fixed 
short  term  of  years,  either  to  protect  those  who 
make  advances  in  some  trading  enterprise  or  for 
other  purposes  of  a  like  kind.  An  enormous 
number  of  policies  issued  by  the  United  States 
life  offices  appear  to  be  of  this  transitory  descrip- 
tion. A  man,  let  us  suppose,  has  to  give  a 
guarantee  against  loss  to  those  assisting  him  in 
some  enterprise  into  which  he  has  entered,  and 
a  policy  representing  a  laying  of  odds  against 
death  for  one  or  more  years  is  the  readiest  form 
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under  which  this  guarantee  can  be  provided.  Bet- 
ting business  of  this  sort  is  usually  extremely- 
profitable  to  the  offices  conducting  it,  and  helps  to 
enable  them  to  spend  money  on  a  scale  of  reckless 
profusion  which  our  old-fashioned  carefully  man- 
aged British  offices  dare  not  launch  into.  But 
then  our  offices  really  insure  life. 

10.  PAID-UP  POLICIES  TAKEN  IN  EXCHANGE 
Nearly  all  life  insurance  offices  nowadays  grant 
paid-up  policies  for  smaller  amounts  than  the  sum 
originally  insured  in  the  event  of  holders  becoming 
unable  to  continue  premium  payments,  and  some  of 
them  publish  regularly  tables  exhibiting  the  amount 
of  such  paid-up  policies  at  all  ages  of  a  policy.  This 
practice  represents  a  great  reform,  and  the  terms 
offered  are  generally  fair.  Often  the  amount  of 
the  new  policy  is  equal  to,  and  occasionally  it 
exceeds,  that  of  the  old.  All  depends  upon  the 
ages  of  the  policy  given  up  and  of  the  person 
insured.  A  man  of  seventy,  for  example,  whose 
policy  has  been  forty  years  in  force,  has  ceased  to 
be  a  "risk,"  in  any  substantial  sense,  to  a  well- 
conducted  office,  and  the  most  that  should  be 
deducted  from  the  contract  of  such  a  one's  policy 
and  bonuses  ought  to  be  little,  if  anything,  more 
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than  some  small  sum  representing  his  share  in  the 
current  expenditure  for  the  few  years  remaining 
as  his  average  expectation  of  life.  It  is  otherwise 
with  a  young  man,  aged  say  thirty-five,  whose 
policy  has  been  but  ten  years  in  force.  Should  the 
ability  of  such  a  man  to  provide  the  annual 
premiums  cease,  he  may  be  reasonably  thankful  if 
the  office  he  is  in  gives  him  a  paid-up  policy  of 
;^500  to  £600  in  lieu  of  the  ;^i,ooo  with  profits 
originally  contracted  for.  But  all  particulars  of 
this  kind  ought  to  be  known  and  understood 
beforehand,  and  it  is  the  duty  of  every  candidate 
for  life  insurance,  no  matter  in  what  form,  to  make 
himself  acquainted  with  all  the  facts. 

II.  PROOF  OF  AGE 
On  one  point  let  every  insurant  be  most  vigilant 
— the  proof  of  age.  Before  paying  the  first  premium 
the  candidate  should  demand  an  acknowledgment 
from  the  office  that  the  evidence  of  date  of  birth 
tendered  by  him  has  been  accepted,  and  that 
acknowledgment  should  really  be  endorsed  upon 
every  policy ;  but  habits  are  still  lax  in  this  direc- 
tion, and  the  heirs  of  many  old  people  born  before 
the  days  of  compulsory  registration  have  often  to 
endure  much  vexation  before  claims  are  admitted, 
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all  because  birth  evidence  is  not  forthcoming  in 
due  form.  Some  offices  not  only  make  the  absence 
of  such  evidence  a  pretext  for  delaying  payment 
of  claims,  but  for  deductions  from  the  amounts  for 
which  they  are  liable.  Practices  of  this  sort  are 
both  disreputable  and  dishonest,  and  we  should 
stamp  them  out  by  ruling  the  acceptance  of  a 
given  premium  to  be  proof  that  the  policy-holder's 
statement  of  age  was  accepted  as  correct  at  the 
time  the  contract  was  entered  into.  Until  that 
reform  is  accomplished,  candidates  for  life  insurance 
must  by  their  vigilance  at  the  outset  protect  those 
who  come  after  them.  And  the  production  of  a 
copy  of  the  birth  certificate  is  now  a  matter  of  no 
difficulty;  should  the  candidate  for  insurance 
possess  no  document  of  the  kind,  it  can  always  be 
obtained  from  the  Registrars  General  in  London, 
Edinburgh,  or  Dublin,  on  payment  of  a  small  fee, 
and  once  provided  it  should  be  attached  to  the 
policy,  so  as  to  be  available  at  once  when  the  policy 
becomes  a  claim. 

12.   ALL  THE  SHAPES  A  POLICY  MAY  ASSUME 
Doubtful  as  to  my  ability  to  set  forth  all  the 
facts,    I    applied    to   a    distinguished    actuary,   a 
friend  of  mine,  to  summarise  for  me  the  varieties 
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of  ways  related  to  life  and  its  affairs  in  which  one 
could  insure,  and  will  now  proceed  to  set  forth  the 
information  he  kindly  put  together  for  me.  It 
gathers  much  of  what  has  been  already  said,  as 
it  were,  into  a  focus. 

First  as  to  premiums.  These  may  be  paid 
either  annually,  half-yearly,  quarterly,  or  monthly, 
according  to  the  desire  or  circumstances  of  the 
candidate  for  insurance ;  or  finally,  if  the  policy  is 
terminated  at  a  fixed  date,  the  whole  amount 
may  be  paid  down  at  once  and  the  transaction 
completed  for  good  and  all.  This  last  form  of 
payment  merely  represents  an  investment  at  com- 
pound interest,  or  should  do  that,  and  the  investor 
in  such  cases  should  see  to  it  that,  at  least,  the 
whole  of  his  capital  is  returnable  to  him  at  any 
time  after  a  year. 

Premium  payments  further  may  be  eased  by 
various  systems,  several  of  which  have  been  already 
mentioned.  Some  offices  provide  that  only  half 
the  premium  is  payable  for  the  first  five  years,  the 
other  half  accumulating  against  the  policy  as  a 
debt  bearing  interest.  It  need  hardly  be  said  that 
this  method  of  insuring  should  as  much  as  possible 
be  avoided.  It  implies  a  grasping  of  too  much  on 
the  part  of  the  person  taking  out  a  policy.      Far 
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better  insure  for  a  smaller  sum  within  present 
means,  and  as  one  grows  richer  take  out  other 
policies.  This  form  of  premium  is  called  the  half- 
credit  system,  and  there  is  another  form  somewhat 
similar  to  it  called  the  renewal  term  assurance. 
In  this  instance  a  low  premium  is  paid  for  a  term 
of  years,  and  thereafter  the  full  premium  at  the 
proposer's  age  is  charged  right  up  to  the  end  of  the 
term,  or  the  life,  as  the  case  may  be.  Finally  the 
premiums  may  be  reduced  by  discounting  future 
bonuses,  if  it  be  a  with  profit  policy  that  is  pur- 
chased. Sometimes  these  bonuses  have  accumu- 
lated for  a  number  of  years,  and  may  be  almost, 
or  quite,  sufficient  to  relieve  the  policy-holder  of 
further  liability  for  the  remainder  of  the  term  of 
his  policy  or  of  his  life.  These  discountings  may 
take  various  forms,  such  as  insuring  at  prime  cost 
or  cost  price,  or  by  discounting  the  bonus,  or  by  a 
minimum  scale  of  premiums,  but  on  the  whole  the 
simplest  form  of  life  insurance  remains  the  best  for 
the  bulk  of  those  who  seek  to  protect  dependants 
from  disaster  by  this  method  of  investment 

Having  dealt  with  the  premiums,  it  is  now 
expedient  to  indicate  the  variety  of  policies  which 
can  be  taken  out.  There  is,  to  begin  with,  the 
life   policy,  where  the   sum    assured    is   payable 


io8    THE  BUSINESS   OF  INSURANCE 

at  death.  This  may  take  two  forms,  either  with 
profits  or  without.  It  is  more  in  accordance  with 
the  habits  of  the  human  mind  to  take  with  profit 
policies,  but  these  are  by  no  means  necessary,  and 
for  people  of  small  means  might  not  always  be 
the  best.  Each  man  must  decide  for  himself. 
Along  with  these  we  place  the  various  kinds  of 
endowment  policies,  the  amount  insured  being 
payable  at  a  specified  age  or  at  death,  should 
death  take  place  before  the  expiry  of  the  term. 
These  policies  assume  various  forms.  They  may 
be  double -endowment  assurance,  where  double 
the  amount  assured  is  paid  if  the  policy-holder 
survives  the  stipulated  age,  or  a  semi -endow- 
ment assurance,  where  half  the  amount  assured  is 
paid  if  the  policy-holder  dies  before  the  stipu- 
lated age.  Then  there  are  settlement  endowment 
policies,  upon  which  the  sum  assured  is  payable 
on  the  death  of  the  last  survivor,  say  husband  or 
wife,  combined  with  deferred  insurance  to  the 
husband  on  his  attainment  of  an  agreed  age,  or 
to  the  wife  on  her  husband's  death.  Complicated 
though  these  policies  look,  they  are  all  effected  on 
well-understood  lines,  and  show  that  life  offices 
have  to  meet  clients  in  every  conceivable  position. 
Then  there  are  policies  on  which  the  sum  stipu- 
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lated  becomes  payable  only  in  the  event  of  death 
within  the  specified  time.  These  are  called  term 
assurances.  A  man  pays  a  small  premium  for  a 
policy  entitling  his  heirs  to  the  receipt  of  a  more 
or  less  important  sum  should  he  die  within  a 
year.  If  the  term  is  longer,  the  premium  will  be 
higher.  Another  form  of  this  policy  is  sometimes 
called  indemnity  insurance,  where  the  sum  stipu- 
lated becomes  payable  only  in  the  event  of  death 
before  a  specified  age.  Finally  there  is  joint  life 
assurance,  where  the  amount  insured  becomes 
payable  on  the  extinction  of  two  lives,  and  one 
form  of  this  is  called  a  convertible  partnership 
policy,  which  means  that  in  the  event  of  the  joint 
policy  being  no  longer  required  through  the  death 
of  one  or  more  of  the  participants  therein,  a 
separate  policy  will  be  granted  to  each  surviving 
partner  at  the  rate  of  premium  chargeable  at  the 
original  date  of  the  contract. 

Many  other  varieties  of  policies,  all  relating  to 
human  life  in  some  form  or  other,  can  be  acquired, 
and  amongst  these  may  be  enumerated  estate 
duty  policies,  under  which  the  whole  or  part  of 
the  sum  stipulated  in  the  policy  is  payable  to 
the  Commissioners  of  Inland  Revenue  for  death 
duties    upon    the    insurant's    estate.     Settlement 
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policies  are  another  form  of  insurance,  which  can 
be  taken  out  under  the  Married  Women's  Property 
Act,  and  most  offices,  if  required  to  do  so,  will 
now  issue  non-forfeitable  policies,  the  distinguish- 
able quality  of  which  is  the  protection  of  the 
insured  against  loss  in  the  event  of  a  failure  to 
continue  premiums.  Under  this  contract  a  policy 
for  a  certain  proportion  of  the  sum  originally 
insured  is  at  once  granted.  This  scheme  is  gener- 
ally applied  to  limited  premium  policies.  Guaran- 
tee policies  constitute  another  form  of  insurance, 
which  is  in  the  nature  both  of  an  investment  and 
of  a  protection  to  heirs  against  premature  death. 
Instead  of  handing  over  the  money  insured  by 
the  policy  at  death  of  the  person  insured,  so  much 
per  cent,  is  allowed  upon  its  amount  to  the  heirs 
for  a  fixed  number  of  years  after  death.  In  fact, 
an  annuity  is  paid  for  a  certain  number  of  years, 
and  at  the  end  of  the  time  [the  capital  sum  is 
handed  over.  One  other  form  may  be  mentioned, 
called  the  reversible  premium  policy.  Here  the 
sum  insured  is  payable  only  at  death,  but  pre- 
miums cease  at  a  specified  age,  and  after  that  the 
office  returns  one  premium  each  year  as  long  as 
the  person  in  whose  favour  the  policy  was  taken 
out  continues  to  live.     These  are   all   ingenious 
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ways  of  tempting  people  to  make  provision  for 
the  unknown  future,  and  every  one  of  them  has 
something  to  commend  it,  while  some  of  them  are 
distinctly  advantageous,  as  embodying  at  one  and 
the  same  time  a  provision  for  those  who  come 
after  the  policy-holder  and  a  help  to  said  policy- 
holder in  the  closing  years  of  life.  Given  a  people 
habituated  to  thrift  and  forethought,  and  an  un- 
limited field  for  investment,  and  the  "old  age 
pensions"  difficulty  might  at  once  be  solved  for 
everybody  as  no  politician  could  ever  solve  it. 
Thrift  alone,  however,  is  helpless,  because  no 
territory  provides  scope  for  investments  at  interest 
commensurate  with  the  old  age  wants  of  its  entire 
population.  Hence  but  a  limited  number  can 
provide  themselves  with  the  means  of  comfort  in 
declining  years,  drawn  from  invested  money.  It 
follows  that  universal  old  age  pensions  can  only 
be  furnished  by  an  annual  levy  or  rate. 


CHAPTER  VI 

MARINE    INSURANCE    AND    THE 
CORPORATION   OF   LLOYD'S 

A  LTHOUGH  the  main  subject  of  this  little 
-^~^  book  is  life  insurance,  it  will  not  be  without 
interest  to  glance  at  some  of  the  other  varieties  of 
business  having  for  object  the  protection  of  in- 
dividuals against  loss  in  the  enterprises  undertaken 
by  them.  All  forms  of  insurance  are  based  upon  the 
same  principle  of  averages  which  is  especially  the 
characteristic  of  life  insurance,  but  the  data  upon 
which  insurance  business  other  than  life  is  con- 
ducted are,  as  a  rule,  less  scientific,  and  the  risks 
run  always  of  a  quite  different  class. 

Of  all  forms  of  insurance,  marine  is  the  oldest. 
It  is  disputed  whether  the  practice  of  insuring  the 
risks  of  shipowners  and  -Owners  of  ships'  cargoes 
began  in  the  fifteenth  or  the  sixteenth  century,  but 
there  seems  good  evidence  that  the  custom  was 
known  in  Catalonia  in  the  early  part  of  the  fifteenth 
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century,  and  some  go  so  far  as  to  assert  that  it 
was  known  to  the  Phoenicians.  Unfortunately  the 
records  of  Carthage  and  Tyre  have  been  so  com- 
pletely lost  that  there  is  no  means  of  verifying  a 
conjecture  of  this  description.  Others  again  tell 
us  that  the  Romans  practised  marine  insurance, 
but  the  only  proofs  cited  in  support  of  this  state- 
ment are  that  the  Government  of  Rome  during 
the  second  Punic  War  undertook  to  indemnify 
those  contractors  employed  in  transporting  ammu- 
nition and  provisions  to  Spain  against  loss  by  the 
enemy  or  from  storms,  and  the  Emperor  Claudius 
is  likewise  stated  to  have  entered  into  some  con- 
tract with  the  shippers  of  corn  from  Africa  to 
relieve  the  scarcity  in  the  city.  Out  of  this  last 
guarantee  a  trade  is  alleged  to  have  arisen  similar 
to  that  known  as  "coffin"  ships  in  the  oversea 
traffic  of  modern  England,  whereby  sham  or  in- 
ferior cargoes  and  rotten  ships  were  over-insured 
in  order  to  make  a  fraudulent  profit  out  of  the 
freight  lost  at  sea.  Shipwrecks  were  reported 
which  never  in  any  honest  or  straightforward 
manner  took  place,  and  when  shattered  vessels  were 
freighted  with  articles  of  little  value  for  the  pur- 
pose of  being  sunk,  the  crews  sometimes  escaped 
in  boats,  but  more  often  were  drowned,  on  the  good 
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old  principle  embodied  in  the  saying,  "  Dead  men 
tell  no  tales."  The  unity  of  human  nature  would 
thus  appear  to  be  established,  but  it  cannot  be  con- 
sidered that  either  of  these  examples  proves  the 
habit  of  insurance  against  losses  at  sea  to  have 
prevailed  amongst  the  merchants  of  the  Roman 
Empire.  The  contrary  inference  seems  the  natural 
one,  else  why  was  it  necessary  for  the  Government 
to  step  in  and  undertake  the  risks,  throwing  upon 
the  nation  losses  that  in  the  modern  world  are 
borne  by  private  individuals  or  joint-stock  com- 
panies ? 

A  recent  French  writer,  however,  M.  Thomereau, 
in  an  article  contributed  by  him  to  the  Dictionnaire 
du  Commerce,  edited  by  Messrs.  Yves  Guyot  and 
A.  Raffalovich,  points  out  that  although  there  is  no 
trace  of  anything  resembling  modern  marine  insur- 
ance in  the  history  of  Egypt,  Greece,  or  Rome, 
there  did  obtain  almost  from  time  immemorial 
a  sort  of  mutual  insurance  or  clubbing  of  interests 
in  the  conduct  of  the  sea  traffic  of  ancient  nations. 
He  calls  it  the  custom  of  avaries  communes,  and 
the  word  avaries  may  be  translated  as  port  dues. 
It  came  into  the  French  through  the  Italian,  and 
implies  both  ordinary  port  charges  and  a  rate 
levied   to  meet  extraordinary  expenses,  such   as 
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damages  through  loss  or  injury  to  ships  and  cargoes 
during  the  voyage,  or  injury  to  merchandise  stored 
until  it  could  be  shipped.  M.  Thomereau  says  that 
this  form  of  mutual  insurance  was  practised  both 
by  the  Phoenicians  and  the  Romans.  He  further 
holds  that  as  early  as  the  middle  of  the  eleventh 
century  mutual  support  in  affliction  of  this  descrip- 
tion took  a  form  that  approaches  that  of  modern 
marine  insurance  as  we  know  it,  and  he  cites  a 
statute  of  the  town  of  Trani,  on  the  Adriatic,  dated 
1063.  That  was  a  period  of  barbarism,  when  the 
ocean  was  scoured  by  pirates,  and  in  order  to  pro- 
tect the  merchants,  ships  were  gathered  together 
so  as  to  form  a  sort  of  sea  caravan,  sailing  in  com- 
pany for  mutual  protection,  and  ready  to  fight  in 
common  should  they  be  attacked.  The  contract 
was  to  the  effect  that  the  damages  suffered  through 
the  pirates  by  any  one  ship  in  the  fleet,  or  by  any 
cargo,  would  be  made  good  by  the  owners  of  those 
that  had  escaped. 

Anyway,  marine  insurance  is  the  oldest  form  of 
this  business  of  dividing  risks  so  as  to  minimise 
losses,  now  familiar  the  world  over,  and,  as  we  have 
said,  the  principle  governing  this  business  is  pre- 
cisely the  same  as  that  affecting  life  insurance, 
except  that  there  is  no  question  of  accumulating 
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capital  at  compound  interest,  or  anything  of  that 
sort.  The  risk  underwritten  by  those  who  insure 
ships  and  their  cargoes  is  limited  to  the  voyage,  but 
the  premium  charged  is  determined  by  the  experi- 
ence of  a  long  series  of  years,  by  the  character  of  the 
ships  upon  which  policies  are  underwritten,  and 
the  nature  of  the  cargo.  Hence  we  see  vessels 
classed  in  Lloyd's  Register  according  to  their  age 
and  seaworthiness,  and  the  premium  charged 
differs  according  to  the  class  into  which  the  vessel 
is  placed,  as  well  as  according  to  the  nature  of  its 
cargo.  The  rates  of  premium  on  a  first-class 
ocean  liner,  carrying  selected  cargo  and  rarely 
wrecked  should  be,  and  is,  less  than  that  upon  a 
vessel,  no  matter  however  seaworthy,  carrying 
petroleum,  or  coal,  or  other  cargo  liable  to  catch 
fire  by  spontaneous  combustion,  or  otherwise  in- 
flammable. The  seas  traded  in  and  the  seasons  of 
the  year  must  also  be  taken  into  account,  and  a 
variety  of  other  circumstances  which  need  not  be 
set  forth  here  in  detail. 

Suppose  a  vessel  is  worth  ;^ioo,ocx)  and  that  it 
carries  a  safe  cargo  of  an  equal  value,  and  further 
that  the  experience  of  the  underwriters  in  this 
class  of  vessel  and  branch  of  commerce  indicates 
that  only  one  in  a  hundred  of  these  vessels  is  on 
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the  average  lost,  the  whole  ^200,000  involved  in 
this  case  ought  to  be  insured  for  little  more  than 
I  per  cent,  or  £2,000,  or  say,  allowing  for  expenses, 
commissions  and  so  on,  ;^2,5cx).  When  such  a 
contract  is  entered  into  the  policy  for  the  gross 
amount  is  split  up  into  small  fragments,  and 
each  underwriter,  whether  a  joint-stock  insurance 
company  or  an  individual  member  of  the  Cor- 
poration of  Underwriters  in  Lloyd's,  puts  down  his 
name  for  the  amount  he  is  willing  to  stake  as  his 
share  in  the  guarantee,  and  receives  the  propor- 
tionate share  in  the  stipulated  premium.  In  some 
instances  the  premium  might  be  2  per  cent,  in 
others  5  per  cent,  but  always  the  risk  is  divided 
up  in  this  manner,  so  that  no  individual  guarantor 
need  take  an  excessive  risk  in  any  one  adventure. 
When  the  voyage  is  over  the  risk  is  ended,  and  the 
premium,  less  commissions,  is  the  underwriters' 
profit.  If  the  cargo  or  a  portion  of  it  has  been 
seriously  damaged,  it  does  not  follow  that  the 
underwriters  are  liable,  unless  the  damage  exceeds 
3  per  cent,  of  the  value  of  the  goods  injured. 

When,  however,  something  goes  wrong,  a  traffic 
immediately  springs  up  in  the  fragments  of  a 
marine  policy.  Supposing  the  ship  is  overdue  for 
a  length  of  time  which  excites  alarm,  the  under- 
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writers  immediately  set  to  work  to  endeavour  to 
transfer  their  risks,  fearing  total  loss.  A  man  who 
stands  to  lose  ;^2,ooo  if  the  vessel  is  a  complete 
wreck  proceeds  to  transfer  his  risk  by  offering  a 
higher  premium  to  somebody  else  to  take  it.  He 
may  be  willing  to  sacrifice  lo,  15,  20,  50,  and  in 
some  cases  80  or  more  per  cent,  of  his  share  in  the 
policy,  rather  than  encounter  the  loss  of  the  entire 
sum.  Hence  we  are  continually  hearing,  or  reading 
in  the  newspapers,  of  the  premium  on  such  and 
such  a  ship,  long  overdue,  advancing  in  the  manner 
just  indicated.  One  buyer  sells  to  another  who 
hopes  that  the  news  of  the  safe  arrival  of  the  ship 
will  immediately  come  in.  Delay  continues,  and 
this  purchaser  in  turn  takes  alarm  and  sells  to 
somebody  else  willing  to  take  the  chance  for  a 
tempting  sum  down.  It  thus  generally  happens 
that  if  the  vessel  does  ultimately  prove  to  be  lost, 
the  money  staked  upon  it  has  to  be  found  by  such 
a  number  of  people  that  the  individual  suffering  is 
small.  Each  grade  of  sellers  at  the  advancing 
premium  diminishes  its  portion  of  the  loss,  and  the 
man  who  4ias  'underwritten  ;^  1,000  at,  say,  i  J  per 
cent,  may  be  the  smallest  loser  of  all.  On  the  other 
hand,  should  the  vessel  ultimately  arrive,  the  profit 
on   the  transaction   may   be  in   like  manner   so 
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dispersed  that  the  ultimate  holders  of  the  under- 
writers' fragments  of  the  policy  may  make  very 
little  profit,  while  those  who  had  sold  in  fear 
necessarily  make  no  profit  at  all.  For  clearly  if  a 
man  who  has  underwritten  a  policy  at  a  minute 
rate  of  premium  sacrifices  perhaps  twice  or  three 
times  the  sum  he  received  in  order  to  rid  himself 
of  his  risk,  he  loses  the  difference  between  what  he 
pays  and  what  he  received,  whether  the  vessel 
comes  safely  to  harbour  or  not. 

It  will  thus  be  seen  that  the  business  of  marine 
insurance  contains  highly  speculative  elements 
fascinating  to  many  minds,  but  also  occasionally 
involving  intense  anxiety  to  those  who  have 
entered  into  the  contract  of  indemnity.  Yet  on 
the  average,  and  in  the  long-run,  the  business  of 
marine  insurance  is  clearly  a  safe  and  profitable 
one,  as  the  records  of  our  joint-stock  marine  in- 
surance companies  prove.  They  have  all  accumu- 
lated more  or  less  massive  reserves,  so  that  even 
in  bad  years  none  but  the  most  recklessly  managed, 
or  the  temporarily  unfortunate  in  an  exceptional 
degree,  realise  a  loss  on  the  entire  business  done 
during  the  twelve  months.  Their  risks  often  run 
into  millions  of  pounds  during  that  time,  and 
sometimes  a  long  season  of  misfortune  will  over- 
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take  those  engaged  in  the  business — a  year  of 
unusual  storms,  a  run  of  disastrous  accidents — so 
that  the  profits  made  almost  disappear ;  but  yet 
on  the  average  the  business  is  good  and  safe, 
because  long  experience  has  taught  those  engaged 
in  it  to  measure  their  risks  with  a  sufficient  amount 
of  exactitude  to  protect  them  from  permanent 
injury. 

Not  only  is  marine  insurance  the  oldest  form 
of  providing  against  risks  of  loss  from  causes 
beyond  the  foresight  or  control  of  those  engaged 
in  commerce,  but  it  is  also  in  many  ways  the  most 
picturesque  and  interesting.  Were  I  competent, 
a  volume  of  much  romantic  fascination  might  be 
written,  giving  the  story  of  the  development  of 
this  form  of  insurance  at  home  and  abroad. 
Naturally  it  has  attained  its  highest  efficiency  in 
the  United  Kingdom,  which  possesses  the  gi-eatest 
mercantile  marine  the  world  ever  saw,  a  marine 
that  conducts  even  now,  and  in  spite  of  all  com- 
petitors, almost  half  the  ocean  commerce  of  the 
world.  But  the  business  of  our  marine  insurance 
offices  is  by  no  means  confined  to  ships  sailing 
under  the  British  flag.  They  have  ramifications  the 
world  over,  and  through  foreign  marine  insurance 
offices  located  in  London,  Liverpool,  Glasgow,  or 
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other  parts  of  the  United  Kingdom,  the  capital 
of  the  English  marine  offices  and  of  Lloyd's  Cor- 
poration— the  centre  of  them  all,  though  not  the 
dominant  power — is  deeply  interested  in  the  ship- 
ping of  foreign  nations. 

Mention  of  Lloyd's  compels  some  notice  of  the 
picturesque  and  fascinating  side  of  this  branch 
of  insurance  business.  The  name  is  known  the 
world  over  in  two  capacities,  which  must  not  be 
confounded.  Lloyd's  proper  is  a  corporation,  at 
least  it  has  been  a  corporation  since  1871,  formed 
by  men  whose  primary  business  it  was  and  is  to 
insure  risks  on  sea-going  ships,  but  it  has  de- 
veloped into  something  unique  in  the  world  as 
a  centre  of  insurance  business  of  all  kinds.  We 
shall  return  to  that  aspect  presently.  All  that  it 
is  necessary  now  to  state  is  that  the  name  Lloyd's 
comes  from  the  keeper  of  a  coffee-house  in  the 
seventeenth  centuiy  named  Edward  Lloyd,  at 
whose  place  of  business  the  early  professional 
insurers  of  shipping  risks  met.  In  1692  this 
man  removed  his  coffee-house  from  Tower  Street 
to  Lombard  Street,  and  in  1774  the  association 
of  underwriters  of  shipping  risks  which  had 
gathered  in  the  coffee-house  was  moved  to  a 
portion  of  the  Royal  Exchange  formerly  occupied 


122    THE  BUSINESS  OF   INSURANCE 

by  the  East  India  Company.  During  the  long 
revolutionary  and  Napoleonic  wars  this  associa- 
tion of  underwriters,  which  still  stuck  to  the 
original  coffee-house  name,  rose  to  great  import- 
ance and  wealth.  Partly  by  reason  of  the 
necessity  over-sea  traders  were  under  of  doing 
their  best  to  protect  themselves  against  war  losses, 
high  premiums  ruled,  and  the  risks  proving  on 
the  average  less  than  had  been  anticipated, 
enormous  fortunes  accrued  to  not  a  few. 

Since  then  Lloyd's  as  a  centre  of  marine  insur- 
ance has  developed  in  wealth  and  influence,  not- 
withstanding keen  competition  from  outside.  So 
great  has  this  competition  become  through  the 
existence  of  powerfully  wealthy  and  excellently 
managed  marine  insurance  companies,  in  London 
and  Liverpool  especially,  and  in  some  foreign 
countries  also,  that  Lloyd's  has  in  great  measure 
ceased  to  dominate  the  marine  insurance  business, 
and  has  found  scope  for  its  energies  in  many  other 
directions.  It  none  the  less  remains  the  greatest 
centre  of  information  about  shipping  in  the  world 
— a  unique  institution.  As  Mr.  Douglas  Owen 
said  in  his  admirable  lecture  on  Marine  Insurance, 
delivered  at  the  Salters'  Hall,  St.  Swithin's  Lane, 
on  December  17th,  1902  : — 
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"Lloyd's  is  the  centre  of  a  sort  of  spider's  web  of 
shipping  news.  The  filaments  of  the  web  have  their 
attachment  in  all  the  ports  of  the  world.  Not  a  ship 
can  arrive  or  leave  or  a  casualty  be  known  but  immedi- 
ately a  thread  to  the  central  and  sleepless  brain  is  set 
vibrating  with  the  news,  which  is  immediately  posted  up 
on  the  board  at  Lloyd's  and  distributed  generally.  In 
this  respect  Lloyd's  has  no  competitor.  It  stands 
practically  alone  in  its  glory,  the  pride  of  every  English- 
man, the  object  of  the  respectful  admiration  of  every 
foreigner.  And  when  at  a  leading  foreign  port  a 
vacancy  occurs  in  the  appointment  of  Lloyd's  Agent, 
the  best  and  most  respected  firms  at  the  port  keenly 
compete  for  the  honour  of  the  appointment.  Any  man 
who,  like  myself,  has  the  privilege  to  serve  on  Lloyd's 
Agency  Committee  will  tell  you  so." 

Returning  to  the  business  done  at  Lloyd's,  it  is 
necessary  first  of  all  to  distinguish  the  corporation 
of  underwriters  bearing  this  name  from  the  insti- 
tution called  Lloyd's  Register.  The  latter  has 
nothing  to  do  with  the  former,  being  merely  a 
voluntary  association  of  members  of  the  shipping 
community,  whose  primary  business  it  is  to  classify 
vessels  according  to  their  quality  as  carriers  or  as 
seaworthy  vessels.  This  society  has  ramifications 
the  world  over,  but,  as  Mr.  Douglas  Owen  points 
out,  the  agents  of  Lloyd's  Corporation  of  Under- 
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writers  must  not  be  confounded  with  Lloyd's 
Register  surveyors.  They  are  two  distinct  bodies 
of  men,  obeying  authorities  entirely  independent 
of  each  other.  It  is  thanks  to  the  Register  that 
the  business  community  of  this  country  has  a 
complete  catalogue  of  the  mercantile  marines  of 
the  world,  with  the  condition  of  every  vessel 
therein  briefly  and  distinctly  indicated.  You  often 
hear  the  expression,  "Ai  at  Lloyd's,"  which  means 
that  the  vessel  thus  marked  by  the  authorities 
of  Lloyd's  Register  is  in  the  very  first  rank  as  a 
sea-going  ship. 

Lloyd's  Corporation  of  Underwriters,  on  the 
other  hand,  is  an  association  of  men  engaged  in 
the  business  of  insurance.  Primarily  this  business 
was  marine  insurance  and  fire  insurance  so  far  as 
it  related  to  shipping  business.  Fires  at  docks 
and  storage  yards,  for  instance,  would  come 
within  the  legitimate  range  of  the  Lloyd's 
Corporation.  Owing,  however,  to  the  competi- 
tion of  the  powerful  companies  already  mentioned, 
the  underwriters  at  Lloyd's  have  been  driven  into 
a  variety  of  lines  of  business  not  at  all  contem- 
plated by  their  progenitors,  but  perfectly  within 
their  rights  as  members  of  the  incorporation. 
For   Lloyd's  resembles   the   Stock  Exchange  in 
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this,  that  just  as  stockbrokers  and  jobbers  may 
buy  and  sell  what  they  please,  so  its  members  are 
free  to  do  any  kind  of  insurance  business  so  long 
as  they  do  it  honestly  and  "  on  the  square."  All 
the  corporation  does  is  to  demand  certain  guaran- 
tees for  honourable  dealing  and  for  fulfilment 
of  contracts  on  the  part  of  its  members.  Thus 
each  man  who  becomes  a  member  of  Lloyd's 
has  to  deposit  securities  with  the  committee  of 
management  to  protect  clients  from  loss.  In  all 
other  respects,  however,  he  is  free  to  do  as  he 
pleases,  and  the  consequence  is  that  Lloyd's  is  not 
merely  a  centre  of  shipping  information,  but  a 
place  where  almost  every  conceivable  unforeseen 
contingency  can  be  provided  against  by  the  pay- 
ment of  a  premium.  Epidemic  diseases,  for 
instance,  can  always  be  insured  against  by  indi- 
viduals at  Lloyd's.  Whenever  a  small-pox 
epidemic  arises,  business  there  becomes  brisk  in 
policies  under  which  certain  payments  are 
guaranteed  should  the  purchaser  catch  the  dis- 
ease. Numbers  of  people  go  and  pay  premiums 
to  the  underwriters  covering  certain  sums  in  the 
event  of  an  attack.  The  latest  of  these  diseases 
added  to  the  list  is  appendicitis.  Underwriters 
at  Lloyd's  will  insure  anyone  against  the  outlay 
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involved    in     an     operation     for    this    terrifying 
affliction. 

Occasionally,  also,  policies  can  be  taken  out  at 
Lloyd's  insuring  against  the  expenses  of  twins, 
and  one  of  the  common  risks  accepted  there  may 
be  described  as  "  sporting,"  such  as  the  loss  in- 
volved by  the  stoppage  of  cricket  or  football 
matches  or  race  meetings  by  frost  or  snow.  Pro- 
cessions, again,  and  the  letting  of  seats  in  con- 
nection therewith,  can  be  insured  at  Lloyd's,  so 
that  those  who  speculate  in  the  erection  of  seated 
stages  can  get  their  loss  partially  or  wholly  made 
good  in  the  event  of  the  seats  finding  no  sufficient 
number  of  paying  occupants.  In  matters  of  fisc, 
too,  merchants  can  go  to  Lloyd's  and  insure 
against  a  change  of  taxation  in  the  coming  budget. 
Supposing  the  fear  exists  that  fresh  taxation  is  to 
be  imposed  on  tea,  or  sugar,  or  wheat,  the  trader 
can  go  to  Lloyd's  and  obtain  a  guarantee  that  any 
loss,  up  to  a  maximum  amount  specified,  he  thinks 
himself  liable  to  incur  through  this  change  will  be 
made  good.  In  like  manner,  if  the  fear  prevails 
that  taxes  are  to  be  removed,  leading  to  a  fall  in 
prices,  the  resulting  or  probable  loss  upon  stocks 
in  hand  can  be  provided  against  by  a  policy  at 
Lloyd's.     You  can  hardly  imagine  a  contingency 
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in  the  complex  life  of  modern  society  that  the 
underwriters  there,  one  or  other  of  them  or  groups 
of  them,  are  not  willing  to  underwrite  or  guarantee. 
All  you  have  to  do  is  to  find  a  broker  skilled  in 
the  ways  of  the  place  and  in  the  characters  of  the 
men  doing  business  there,  and  put  the  matter  into 
his  hands.  Lloyd's,  for  example,  insured  loans 
made  to  the  Humberts  on  the  faith  of  the  con- 
tents of  that  mysterious  safe,  lately  found  empty. 
Valuable  possessions,  too,  can  be  specially  insured 
there,  such  as  violins  or  pictures,  works  of  art  of 
any  description ;  and  tourists  can  insure  against 
the  risks  of  particular  journeys  or  voyages.  Col- 
lectors can  take  out  policies  insuring  them  against 
the  loss  of  their  collections  or  valuables  of  any 
description  ;  holders  of  exhibitions  can  guarantee 
themselves  against  losses  through  the  failure  of 
the  public  to  attend ;  and  one  of  the  commonest 
lines  of  business  done  at  Lloyd's  is  insurance 
against  war  risks  during  times  of  political  excite- 
ment. Out  of  this  business  alone  the  underwriters 
there  sometimes  make  magnificent  profits. 

If  a  church  or  dissenting  chapel  holds  an  annual 
bazaar  or  other  fete  at  which  money  is  collected, 
it  can  obtain  at  Lloyd's  a  guarantee  that  the  result 
will  not  fall  below  the  average.     You  can  insure 
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against  death  before  a  certain  date  for  any  sum 
necessary  to  cover  liabilities  on  contracts  under- 
taken, or  any  contingency  whatsoever.  Losses 
arising  from  burst  pipes  after  frost  can  be  insured 
against,  and  policies  against  accidents  of  all  kinds 
can  be  taken  out.  Holders  of  football,  golf,  or 
other  trophy  cups,  held  for  one  year  by  the  winner 
at  his  own  risk,  can  be  insured  against  loss  by 
theft  or  otherwise  ;  and  tradesmen  can  insure 
themselves  against  loss  of  profit  arising,  say, 
through  the  death  of  a  member  of  the  Royal 
Family,  which  would  render  coloured  goods,  silks, 
etc.,  for  the  time  being  valueless.  Much  of  the 
business  done  is  perhaps  of  the  nature  of  simple 
betting,  the  purest  gamble  it  might  be  called  ;  but 
it  is  legitimate  enough,  full  of  picturesque  variety, 
and  undoubtedly  on  the  average  profitable.  What 
amount  of  risks  may  be  carried  at  Lloyd's  at  any 
one  time  it  is  impossible  to  say,  but  the  average 
nowadays  is  probably  not  much  under  ;^5CXD,ooo,ooo, 
and  the  security  deposited  with  the  committee  of 
Lloyd's  Corporation  may  amount  to  about  i  per 
cent,  of  these  risks.  The  mere  statement  of  such 
figures,  coupled  with  the  fact  that  rarely  if  ever 
does  any  member  of  Lloyd's  become  a  defaulter, 
shows  how  profitable  on  the  average  the  business 
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must  be.  One  of  the  commonest  forms  of  policy 
taken  out  when  tariff  changes  are  contemplated  is 
really  a  kind  of  marine  policy;  that  is  to  say,  a 
"  date  of  arrival "  policy.  Supposing  new  or  en- 
hanced duties  are  to  come  into  force  in  the  United 
States,  or  in  some  of  our  colonies,  on  the  ist  of 
January  next,  policies  can  be  taken  out  insuring 
the  specified  ship  and  cargo  to  arrive  before  the 
new  duties  are  actually  leviable.  That  means  to 
say,  if  the  ship  does  not  reach  port  in  time  for  its 
cargo  to  escape  the  additional  taxation,  the  differ- 
ence between  the  old  duties  and  the  new  is  made 
good  to  the  shippers  by  the  underwriters. 

A  brief  sketch  of  this  kind,  for  the  materials  of 
which  I  am  indebted  to  Mr,  Douglas  Owen,  will 
serve  to  indicate  what  a  marvellous  focus  of  busi- 
ness life  and  activity  Lloyd's  is.  It  is  no  longer  a 
mere  centre  of  marine  insurance,  although  that  is 
still  the  dominant  characteristic  of  its  business. 
All  the  great  marine  insurance  companies  around 
it,  whose  business  in  their  particular  line  is  in  the 
aggregate  far  greater  than  anything  that  members 
of  Lloyd's,  merely  as  such,  carry  on,  whether  in 
their  individual  or  in  a  collective  capacity,  must 
have  their  representatives  in  its  underwriters'  room, 
and  its  help  is  continually  necessary  in  the  conduct 
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of  their  business.  In  the  lecture  already  quoted, 
Mr.  Owen  holds  up  to  ridicule  the  antiquated  form 
of  the  marine  policy.  It  dates  from  somewhere 
in  the  middle  of  last  century,  and  is  adapted  to 
modern  ways  by  all  sorts  of  additional  clauses 
pasted  on  or  written  in,  so  that  the  result  is  often 
a  document  full  of  excellent  value  for  the  lawyers. 
But  although  the  policy  form  may  be  antiquated, 
the  actual  business  of  marine  insurance  has  attained 
the  highest  scientific  development,  and  no  words 
can  be  too  strong  in  praise  of  the  admirable  system 
by  which  risks  are  handled  and  subdivided,  losses 
adjusted  and  paid  without  the  slightest  hitch.  The 
work  involved  is  sometimes  enormous,  and  a 
special  class  of  loss  assessors,  called  "  average 
adjusters,"  are  continually  engaged  in  the  business 
of  making  up  the  amount  of  the  damage  suffered  ; 
but  everything  goes  smoothly,  and  so  wealthy  and 
strong  are  the  companies  and  individuals  engaged 
in  the  business  of  marine  insurance,  that  there  is 
never  any  hitch  in  payments.  The  heaviest  losses 
are  met  without  a  murmur,  thanks  in  part  to  the 
minuteness  of  their  subdivision,  and  there  is  on 
the  whole  no  more  valuable  source  of  profit  to  a 
large  class  of  British  capitalists  than  marine  in- 
surance and  its  corollaries. 


CHAPTER  VII 

FIRE  AND   MISCELLANEOUS 
INSURANCE 

ANOTHER  important  branch  of  business  which 
b.  has  risen  to  great  proportions  in  modern 
times  is  insurance  against  fire,  and  perhaps  the 
most  interesting  thing  about  this  business  is  the 
tendency  the  statistics  collected  about  it  reveal  for 
fires  to  increase  in  number  and  disastrousness 
when  the  business  of  any  country  is  bad.  From 
this  it  is  to  be  guessed  that  human  nature  is  not 
on  the  average  greatly  advanced  in  morality,  for 
the  inference  must  be  that  when  fires  multiply  in 
this  fashion,  the  increase  cannot  all  be  due  to 
accident.  It  results,  moreover,  from  this  invariable 
rule  that  the  cost  of  insurance  against  fire  has 
to  be  increased  to  an  extent  that  punishes  the 
honest  portion  of  the  community,  undoubtedly  the 
great  majority,  In  fire  insurance,  contracts  are 
only  for  one  year,  just  as  in  marine  insurance 
131 


132    THE  BUSINESS   OF   INSURANCE 

much  of  the  liability  is  limited  to  the  single 
voyage,  so  that  there  is  no  necessity  for  the 
elaborate  calculations  required  in  life  insurance 
business.  All,  practically,  that  the  conductors  of 
fire  insurance  offices  require  to  know  is  the 
average  number  of  fires  in  a  given  number  of 
houses  within  one  twelvemonth.  But  this  business 
also  has  many  ramifications,  some  of  them  of  a 
highly  speculative  kind,  because  there  is  such  a 
continual  variety  in  the  uses  to  which  buildings 
are  put  and  in  the  nature  of  their  contents. 
Private  dwellings  in  towns,  for  example,  at  any 
rate  in  this  country  where  they  are  mostly  built 
of  brick  or  stone,  rarely  catch  fire.  I  have  been 
told  by  an  experienced  fire  insurance  manager  that 
if  the  business  the  fire  offices  did  were  confined  to 
such  private  houses  alone,  6d.  per  cent,  per  annum 
would  be  a  quite  sufficient  premium  to  cover  all 
risks.  There  are,  however,  an  indefinite  number 
of  businesses  conducted  in  buildings  that  involve 
much  greater  risks,  as  well  as  a  few  industries  of 
an  inflammable  kind,  and  I  fear  it  has  to  be  said 
that  the  owners  and  tenants  of  private  houses  who 
insure  their  buildings  and  furniture  are  charged 
from  IS.  6d.  to  2s.  per  cent,  for  the  insurance  of 
fixed  sums  upon  their  property  in  the  event  of  fire 
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destroying  it,  just  because  the  risks  of  loss  in  these 
other  and  more  dangerous  directions  are  so  great 
and  so  continually  varying  that  the  fire  offices  are 
compelled  to  protect  themselves  somehow.  With- 
out this  backbone  of  insurance  revenue  from  the 
private  householder,  it  is  probable  that  we  should 
either  have  periodical  crises  in  fire  insurance,  or 
that  the  premiums  charged  on  many  factories  and 
warehouses  would  be  prohibitory,  and  there  have 
been  several  occasions  within  the  present  genera- 
tion when  catastrophes  have  occurred  by  which 
this  class  of  insurance  business  has  almost  been 
brought  to  a  standstill.  The  most  notorious  of 
these  were  the  two  burnings  down  of  the  city 
of  Chicago,  and  in  London  we  have  had  fires  in 
Tooley  Street,  Cripplegate,  and  Wood  Street,  the 
last  named  being  the  home  of  most  of  our  dry 
goods  warehouses.  These  fires  involved  enormous 
losses  to  the  insurance  offices.  The  Tooley  Street 
fire  burnt  for  weeks. 

In  consequence  of  these  and  many  other  similar 
losses,  premiums  have  been  put  up  on  various 
classes  of  business  premises  all  over  the  country, 
and  one  of  the  products  of  such  enhancement  has 
been  sullen  discontent  amongst  the  business  people 
compelled  to  pay  the  revised  premiums.     Because 


134    THE  BUSINESS  OF   INSURANCE 

of  this  discontent,  we  frequently  see  an  attempt 
made  to  establish  a  new  fire  insurance  company 
which  shall  conduct  business  on  rates  less  onerous. 
It  is  almost  impossible  to  build  up  a  new  fire 
insurance  business  in  these  days,  yet  we  frequently 
see  prospectuses  of  new  fire  offices  launched  in 
London  or  in  provincial  districts  to  undertake  cer- 
tain lines  of  business  assumed  to  be  too  severely 
assessed  in  premiums  by  the  existing  offices.  The 
attempt,  however,  almost  invariably  fails,  and  for 
one  very  simple  reason.  The  new  office  which 
undertakes  to  accept  risks  upon  inflammable  kinds 
of  property  at  lower  rates  than  the  old  offices  is 
compelled  to  carry  the  whole  risks  by  itself,  whereas 
the  "  tariff  offices,"  as  they  are  called — that  is  to  say, 
the  old-established  offices — which  all  work  together 
on  an  agreed  upon  scale  of  charges,  inter-divide 
their  risks.  Suppose  one  office  sells  a  policy  in- 
volving a  risk  of  ;^5oo,ooo  upon  some  great  ware- 
house or  factory,  it  does  not  keep  the  whole  of  this 
;£^50o,ooo  to  itself,  but  goes  around  and  sub-insures 
with  its  neighbours,  so  that  perhaps  in  the  end  it 
only  retains  an  odd  ;^5o,ooo,  or  half  that,  as  its 
particular  risk.  The  mere  fact,  however,  that  these 
offices  work  together  upon  an  agreed,  perhaps 
identical,  scale  of  charges  shuts  the  door  of  the 
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new  office  which  undercuts,  and  it  is  severely  let 
alone  to  face  the  whole  loss,  should  any  bad  fire 
occur  amongst  the  properties  insured  by  it.  Such 
losses  unfortunately  often  happen,  and  even  when 
they  can  get  together  a  certain  amount  of  business, 
new  fire  offices  nearly  always  either  succumb  or 
are  compelled  to  "enter  the  ring"  in  order  to  escape 
destruction.     They  cannot  live  alone. 

I  believe  great  reforms  are  required  in  the 
management  of  fire  business,  and  sympathise 
strongly  with  those  who  struggle  to  escape  from 
the  tyranny  of  the  existing  combination,  a  com- 
bination quite  as  thorough  as  any  American  trust 
could  be,  but  I  am  satisfied  that  the  reforms  are 
not  to  be  brought  about  by  these  attempts  to 
establish  new  rival  offices  professing  to  do  business 
on  terms  more  favourable  to  the  insurers.  I  have 
hopes  that  the  offices  themselves  will  see  reason 
for  changing  their  system  in  some  respects,  and 
there  is  one  obvious  direction  in  which  they  ought 
to  be  able  to  do  so  with  no  difficulty,  that  is,  in  the 
scale  of  their  working  charges.  I  do  not  think  one 
amongst  these  offices  conducts  its  business  at  a 
lower  rate  than  one-third  of  the  premium  income, 
and  many  of  them  take  from  35  to  40  per  cent,  of 
that  income  to  pay  working  expenses  and  com- 
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missions.  This  is  a  scale  of  extravagance  which 
ought  to  be  entirely  unnecessary  now  that  the 
business  has  been  consolidated,  and  that  all  the 
offices  work  under  practically  the  same  tariff.  It 
would  take  me  far,  however,  to  enter  into  this 
grievance  in  detail,  and  I  merely  mention  the  fact 
as  one  well  worthy  of  consideration  by  the  share- 
holders in  our  fire  offices,  and  by  the  merchants 
and  private  citizens  who  insure. 

Difficult  though  it  may  be  to  start  and  maintain 
a  new  fire  insurance  company  on  general  lines,  there 
yet  exist  a  fair  number  of  small  companies  that  do 
a  special  kind  of  business.  Altogether  some  sixty 
different  organisations  carry  on  fire  insurance  of 
one  form  or  another  in  the  United  Kingdom,  and 
an  important  proportion  of  these  devote  their 
organisations  and  means  to  special  lines,  such  as 
the  insurance  of  marine  fires,  of  property  connected 
with  the  cotton  industry,  and  of  ecclesiastical 
property.  Some  of  the  offices  are  purely  local  in 
their  field  of  operations,  as  well  as  confined  to 
special  lines.  About  a  score  of  insurance  offices 
carry  on  life  insurance  as  well  as  fire,  often  to  the 
substantial  benefit  of  the  holders  of  life  policies,  and 
the  number  of  important  fire  offices  possessed  of 
large  funds  does  not  much  exceed  two  dozen.   The 
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accounts  of  twenty-five  of  them  are  analysed  once 
a  year  in  the  Investor^  Review,  and  according  to 
the  latest  of  these  summaries,  the  funds  accumu- 
lated by  them  over  and  above  the  amount  of  their 
paid-up  capital  on  31st  December,  1902,  exceeded 
;^28,ooo,ooo.  It  is  improbable  that  the  total  amount 
of  all  the  other  fire  insurance  agencies  put  together 
— outside  Lloyd's — amounts  to  another  ;^5,ooo,ooo; 
but  we  can  have  no  certainty  upon  that  head, 
because  many  of  them  publish  no  figures  of  any 
kind,  some  being  in  the  nature  of  mutual  aid 
societies  and  others  sectarian. 

The  accumulated  funds  may  not  seem  excessive 
in  view  of  the  fact  that  the  value  of  the  property 
of  all  descriptions  insured  against  fire  the  world 
over  runs  into  thousands  of  millions  sterling,  and 
that  the  British  share  of  the  business  done  is  a 
preponderating  one.  The  accumulations,  however, 
have  proved  to  be  ample  against  all  ordinary  con- 
tingencies, and  it  was  only  when  our  oflSces  went 
abroad,  to  the  United  States  especially  and  to  the 
colonies  also,  that  the  losses  frequently  threatened 
to  sweep  the  funds  in  hand  away  and  drove  some 
companies  to  the  wall  or  into  amalgamation. 
Happily  the  days  of  this  dangerous  kind  of 
expansion  appear  to  be  at  an  end.     The  megalo- 
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maniac  passion  that  early  seized  our  fire  offices 
has  nearly  run  its  course  and  borne  its  fruit. 
Contraction  of  risks  is  now  the  order  of  the  day, 
so  far  as  risks  in  other  lands  are  concerned,  and 
magnificent  totals  in  commitments  are  more  likely 
to  be  attained  by  means  of  amalgamation  and 
concentration  of  resources  than  by  the  acceptance 
of  promiscuous  and  ill-measured  hazards  the 
world  over  for  the  sake  of  piling  up  a  dazzling 
premium  income. 

With  regard  to  what  may  be  described  as 
"  miscellaneous "  risks,  we  have  offices  in  this 
country  that  devote  their  attention  either  exclu- 
sively or  principally  to  the  sale  of  policies 
guaranteeing  employers  against  loss  through  the 
malversation  of  their  servants,  or,  in  some  cases, 
even  against  losses  arising  through  the  mistakes 
of  these  servants.  Necessarily  a  business  of  this 
kind  is  much  on  all  fours  with  the  accident  form 
of  insurance  which  has  of  late  years  come  into 
vogue,  that  is  to  say,  it  must  be  extremely  difficult 
to  make  a  reliable  average  of  the  risks  run.  For 
one  thing,  the  number  of  the  dishonest  among  the 
clerks  of  bankers,  stockbrokers,  merchants,  houses 
of  business  of  all  descriptions,  is  happily  always 
small.     There   are,  however,  seasons  when   what 
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might  be  called  an  epidemic  of  dishonesty  crops 
up.  Times  of  excitement  arise  on  the  Stock 
Exchange,  when  the  fever  of  speculation  gets  into 
the  blood  of  the  community,  and  men  of  all 
classes  and  degrees  are  tempted  to  run  risks 
which  land  them  in  losses  they  cannot  meet. 
During  periods  like  these  guarantee  offices  are 
liable  to  suffer  heavy  losses,  and,  just  as  with  fire 
insurance,  such  offices  tend  to  frame  their  scale 
of  premium  charges  on  the  basis  of  the  high- 
water  mark  of  their  losses.  Even  so  the  risks  are 
not  great,  and  the  premiums  charged  look  at  least 
moderate.  Whether  they  are  so  or  not,  this  form 
of  insurance  is  compulsory  upon  a  considerable 
section  of  the  community,  and  rightly  so,  for  it  in 
many  instances  opens  the  way  to  responsible 
employment  to  thousands  of  young  men  who 
otherwise  might  not  be  able  to  work  their  way  up 
in  the  service  of  their  masters. 


CHAPTER  VIII 

INSURANCE  BUSINESS  IN  OTHER 
COUNTRIES 

MANY  things  of  an  interesting  and  profit- 
able character  might  be  recorded  about 
the  origin  and  development  of  various  forms  of 
insurance  business  in  other  countries,  but  details 
of  the  kind  would  be  beyond  the  scope  of  this 
little  book.  A  few  facts,  however,  are  worth  bring- 
ing into  prominence,  were  it  for  no  other  reason 
than  that  they  serve  to  emphasise  the  lead  taken 
and  held  by  the  great  insurance  offices  of  this 
country  in  all  branches  of  business.  It  is  claimed 
by  a  writer  in  the  Dictionnaire  du  Commerce, 
issued  by  Messrs.  Yves  Guyot  and  Arthur 
Raffalovich,  that  Italy  led  the  way  in  life  business 
as  it  did  in  marine ;  but  if  that  be  the  case,  it  can- 
not be  added  that  Italy  takes  any  prominent  part 
or  maintains  any  distinguished  position  in  any 
branch  of  insurance  to-day.     France,  on  the  other 
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hand,  which  systematically  took  up  fire  and  life 
insurance  much  later  than  we  did,  shows  consider- 
able progress,  especially  in  fire  business.  In  life 
it  has  not  distinguished  itself  so  much,  for  there 
are  barely  half  a  dozen  offices  doing  that  kind  of 
business  within  the  republic  that  could  be  classed 
alongside  at  least  three  times  as  many  offices  in 
this  country.  And  at  one  time  France  had  a  much 
better  relative  position  in  marine  business  than 
it  appears  to  hold  to-day.  So  far  as  I  know,  how- 
ever, no  English  marine  company  does  any  appreci- 
able business  in  France.  There  are  apparently 
thirty-four  native  marine  companies  in  the  re- 
public, twenty  of  them  with  their  head  office  in 
Paris,  and  they  do  a  large  business,  not  only  for 
their  own  marine,  but  in  competition  with  the 
marine  companies  of  other  countries  ;  but  they  are 
in  no  instance  equal  in  power  and  importance  to 
the  greater  of  our  English  marine  companies.  Yet 
I  do  not  think  that  any  British  office  has  much 
share  in  the  business  of  France.  It  is  otherwise 
with  the  life  business,  where  foreign  competition 
with  native  offices  is  keen,  partly  because  native 
offices  have  had,  in  recent  years,  to  come  under 
regulations  as  to  Government  inspection  and 
limits  of  risks — regulations  which  the  foreign  com- 
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panics  have  not  yet  been  compelled  to  submit  to. 
There  are  no  less  than  six  English  companies 
possessing  branches  in  Paris,  the  most  go-ahead 
amongst  them  being  the  Gresham  and  the  first 
established  the  Patriotic.  Powerful  British  offices, 
the  Royal  and  the  Northern,  have  also  branches  in 
Paris,  and  we  may  presume  do  the  cream  of  the 
business  falling  to  aliens.  France  has  also  been 
invaded  by  United  States,  Belgian,  Swiss,  Austrian, 
Spanish,  Dutch,  and  even  Russian  insurance  com- 
panies doing  various  kinds  of  business,  principally, 
however,  in  competition  with  the  native  fire  offices. 
The  total  of  the  assets  possessed  by  French  life 
companies  up  to  the  latest  date  for  which  I  have 
figures  appears  to  be  under  ;£"8o,ooo,ooo,  but  then 
until  after  the  Revolution  it  may  be  said  that  life 
insurance  was  impossible  upon  any  important 
scale  in  France,  and  the  real  growth  of  this  kind 
of  business  has  taken  place  within  the  last  seventy 
years. 

Our  own  colonies  possess  several  important 
offices  doing  life  business  in  all  its  varieties,  to- 
gether with  fire  and  marine  companies,  details 
about  which  need  not  be  given.  It  may  be  stated 
that  several  of  them,  Australian  and  Canadian, 
now  compete  for  business  in  the  United  Kingdom. 
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The  characteristic  of  these  life  offices  is  vigorous 
management,  great  push  and  energy,  accompanied 
by  a  high  ratio  of  expenses,  and  they  are  all  con- 
fronted in  these  times  by  a  decrease  in  the  rate 
of  interest  obtained  upon  their  invested  funds. 
While  the  rate  of  interest  was  high  their,  to  us, 
extravagant-looking  rates  of  expenditure  may 
not  have  mattered  so  much ;  but  they  will  now 
have  to  become  thrifty,  not  to  say  parsimonious, 
in  this  respect,  if  they  are  not  to  pass  through  a 
period  of  stagnant  business  and  diminished  at- 
tractiveness for  those  who  wish  to  insure.  One 
or  two  of  the  largest  Australian  offices,  however, 
are  splendidly  equipped,  and  so  rich  that  nothing 
short  of  a  collapse  in  the  colonial  governments 
whose  securities  they  largely  hold  can  bring  them 
into  discredit.  They,  however,  invest  their  money, 
to  an  extent  that  I  fear  must  be  considered 
dangerous,  in  colonial  real  estate  mortgages,  many 
of  which  must  involve  considerable  risks  through 
depreciation.  Some  of  our  own  offices  have 
entered  into  competition  with  the  native  Austral- 
asian offices  for  possession  of  these  mortgages, 
and  have  had  cause  to  rue  their  enterprise.  Look- 
ing at  the  position  of  these  colonial  offices  from 
the  point  of  view  of  one  in  this  country  desirous 
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of  taking  out  a  life  policy,  I  should  say  that  not 
one  of  those  whose  names  are  growing  familiar  here 
offers  sufficient  guarantee  of  stability  to  warrant 
the  investment.  That,  indeed,  is  the  broad  lesson 
inculcated  by  the  position  of  life  insurance  busi- 
ness in  every  country  outside  our  own.  The  risks 
they  run  and  the  style  in  which  they  do  business 
render  them  unattractive  to  people  in  this  country 
accustomed  to  greater  economy  in  expenditure  and 
more  conservative  management. 

It  is  when  we  come  to  the  United  States  that 
the  story  of  insurance  in  other  countries  really 
becomes  interesting  and  picturesque.  Some  wag 
has  declared  that  when  a  man  fails  in  the  United 
States  as  a  politician,  a  lawyer,  or  a  preacher, 
there  always  remains  to  him  the  founding  of  an 
insurance  company,  and  certainly  that  has  been  a 
conspicuous  industry  during  the  past  sixty  years, 
to  go  no  further  back,  within  the  American  Union. 
I  find,  for  instance,  that  upwards  of  4CXD  insurance 
companies  came  into  being  and  went  out  of  ex- 
istence in  the  United  States  up  to  the  end  of 
1900.  There  are  still,  however,  nearly  190  in- 
surance companies  of  all  kinds  doing  business  in 
the  State  of  New  York — life,  fire,  and  marine — but 
the  great   majority   of  them   are  quite   modern. 
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especially  the  life  companies.  There  is,  however, 
one  old  benefit  institution  in  the  city  of  Phila- 
delphia, called  the  Presbyterian  Ministers'  Fund, 
which  dates  from  1759,  and  is  still  a  modest  and 
well-managed  little  corporation,  whose  funds  never 
attain  to  any  great  magnitude,  but  the  manage- 
ment of  which  is  extremely  circumspect  and 
judicious.  It  works  its  business  at  the  cost  of 
about  I2|  per  cent,  of  the  premium  income,  and 
follows  the  excellent  habit  of  writing  off  from 
revenue  whatever  premiums  may  be  paid  upon 
any  stock  purchased  over  par  for  its  funds.  Of 
marine  and  fire  companies  there  are  also  several 
of  respectable  antiquity  in  the  American  Union. 
Two  Pennsylvania  companies,  for  instance,  date 
from  1794,  and  between  that  date  and  1820  fully 
half  a  dozen  companies  were  organised  which  still 
exist  doing  fire  and  marine  business.  Altogether 
there  are  upwards  of  sixty  of  these  companies  in 
existence,  but  very  few  of  them  are  of  any  magni- 
tude, and  a  considerable  part  of  the  ocean  marine 
insurance  business  of  the  United  States  is  in  the 
hands  of  British  offices.  Were  it  not,  indeed,  for 
the  coasting  trade  and  the  lake,  river,  and  canal 
navigation  of  the  United  States,  there  would  be 
little  business   for   the   native   marine   insurance 
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companies  to  transact ;  but  most  of  them  combine 
fire  and  fire-marine  with  purely  marine  business, 
so  that  they  contrive  to  collect  considerable 
revenues  in  the  course  of  a  year  out  of  the 
American  public. 

As  for  United  States  life  companies,  to  return 
to  these,  I  have  not  found  one,  except  the  already- 
mentioned  Presbyterian  Fund,  that  works  its  busi- 
ness on  a  scale  of  expenditure  within  miles,  it  may 
be  said,  of  the  limit  set  in  an  earlier  chapter.  The 
vicious  habit  of  paying  high  commissions  appears 
to  have  laid  hold  of  life  insurance  all  over  the 
American  Union,  with  the  consequence  that  even 
the  oldest  offices  of  high  repute  appear  to  be 
unable  to  bring  the  ratio  of  their  current  expendi- 
ture to  premium  income  down  below  20  per  cent. 
I  have  tested  their  figures  at  various  dates  and 
under  various  conditions,  and  have  not  yet  found 
one  of  the  large  oflfices  conducting  its  business  for 
anything  less  than  from  23  to  25  and  30  per  cent, 
of  the  premium  income.  One  of  the  oldest  of 
these  offices  is  the  Etna  Life,  of  New  England. 
It  is  a  powerful  and  highly  respectable  office,  and 
yet,  thanks  to  the  fashionable  rates  of  commission 
paid,  not  only  for  new  business,  but  for  collecting 
the  premiums  of  old  business,  its  expenses  come 
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to  about  24  per  cent,  of  the  premium  income ;  and 
when  we  pass  outside  mere  Hfe  insurance  of  the 
ordinary  types  and  touch  upon  accident  business, 
the  rate  of  expenditure  runs  up  to  45  and  50  per 
cent,  of  the  premium  income,  and  sometimes  even 
beyond  these  limits.  Such  rates  of  expenditure 
necessarily  cause  the  business  done  to  be  of  a  highly 
speculative  description,  and  the  companies  or 
mutual  offices  are  all  driven  to  manoeuvre  so  as 
to  be  in  a  position  to  capture  large  sums  of  money 
on  lapsed  policies.  That  is  the  ugliest  feature  of 
all  in  the  life  insurance  business  as  carried  on  in 
the  United  States,  and  were  it  not  for  the  amounts 
every  year  laid  hold  of  in  this  manner,  as  a  rule 
without  compensation  to  the  unfortunate  victims, 
I  do  not  think  any  one  of  these  offices  could  long 
continue  in  existence.  Assuredly  not  one  could 
be  profitable  to  the  holders  of  life  policies  who 
endured  to  the  end. 

As  in  France,  so  in  the  United  States  English 
companies  have  for  many  years  been  keen  com- 
petitors, but,  as  a  rule,  only  in  fire  and  marine 
business,  and  the  experience  of  our  fire  offices 
over  there  has  been  so  unfortunate  from  first  to 
last,  that  the  tendency  now  is  for  them  to  retire 
from  the  field.     They  are  either  giving  up  their 
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American  agencies  altogether,  or  transferring 
their  business  in  that  part  of  the  world  to  local 
companies  organised  under  the  laws  of  one  or 
other  of  the  States  of  the  Union.  It  is  to  be 
hoped  that  this  withdrawal  will  be  persevered  with 
until  there  is  no  longer  any  English  company 
competing  for  such  business  in  any  part  of  the 
American  Union.  Canadian  offices  can  continue 
to  fight  for  it  if  they  please,  but  the  habits  of 
business  are  so  different,  the  speculation  so  daring 
and  competition  so  keen,  the  risks  so  tremendous 
and  often  immeasurable  compared  with  what  we 
are  familiar  with,  whether  at  home  or  on  the 
continent  of  Europe,  or  even  in  Australia,  that 
our  insurance  managers  are  incapable  of  effectively 
and  profitably  holding  their  own  with  the  native 
offices  that  swarm  up  and  disappear  like  midges. 
The  results  of  competition  with  such  have  been 
disastrous,  one  may  say  throughout,  and  the 
source  of  severe  loss  to  several  of  our  most  im- 
portant and  wealthy  fire  offices.  I  do  not  see 
how  better  circumstances  or  more  favourable  con- 
ditions of  business  can  be  looked  for  in  the  near 
future,  and  therefore  hold  the  opinion  that  it 
would  be  well  for  our  offices  to  abandon  megalo- 
mania of  this  kind,  and  confine  themselves  to  the 
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underwriting  of  risks  whose  extent  they  can  in 
some  measure  make  sure  of. 

The  United  States  is  the  home  of  fantastic 
schemes  and  out-of-the-way  devices  for  attracting 
money  from  the  pubHc  under  the  guise  of  insuring 
this,  that,  or  the  other.  It  was  from  the  United 
States  that  Europe  got  its  assessment  or  fraternity 
class  of  companies,  already  dealt  with,  and  there 
also  great  enterprise  has  been  shown  in  develop- 
ing the  accident,  fatality,  indemnity,  and  other 
out-of-the-way  or  brand-new  branches  of  in- 
surance business.  It  is  worthy  of  notice,  however, 
that  the  employers'  liability  and  accident  branches 
of  insurance  business  appear  to  have  been  intro- 
duced into  the  States  from  this  country,  for  I  find 
in  the  records  of  the  insurance  department  of  the 
State  of  New  York  a  conspicuous  place  occupied 
by  our  Employers'  Liability  Assurance  Corpora- 
tion, the  Scottish  General  Accident  Assurance 
Corporation,  the  London  Guarantee  and  Accident 
Company,  and  the  Ocean  Accident  and  Guarantee 
Corporation.  Plenty  of  United  States  competitors 
with  these  have  sprung  up,  and  such  will  doubt- 
less multiply  with  great  rapidity  ;  but  as  yet  none 
of  them  are  particularly  strong,  for  the  simple 
reason  that  they  are  of  such  recent  establishment. 
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Indiana,  for  instance,  has  a  company  devoted  to 
casualty  insurance  which  commenced  business  in 
1897,  and  the  Philadelphia  Casualty  Company 
only  started  in  1900.  Up  to  now,  therefore,  it 
may  be  supposed  that  British  offices  doing  this 
kind  of  business  have  had  a  pretty  open  field,  but 
I  do  not  contemplate  their  future  with  any  great 
degree  of  confidence,  because  they  are  certain  to 
find  competition  growing  against  them  with  every 
year  of  their  stay  in  the  Union,  and  in  all  proba- 
bility the  end  will  be  heavy  commitments,  severe 
losses,  and  retirement  with  some  wisdom  gained 
at  a  great  cost 

The  sum  of  all  this  is  that  every  country  should 
do  its  own  insuring,  insurance  being  one  of  those 
commodities,  if  the  phrase  may  be  used,  that  in 
my  opinion  do  not  very  well  bear  either  exporta- 
tion or  importation.  Each  country  knows  its  own 
circumstances,  can  measure  its  own  wealth  and 
power  of  accumulation,  and  should  therefore  see 
to  its  own  insurance.  This  is  unquestionably  true 
so  far  as  life  insurance  goes,  and  also  true  as 
regards  fire  insurance.  Marine  insurance,  how- 
ever, is  of  a  more  cosmopolitan  description,  and 
perhaps  ought  not  to  be  included  in  this  sweeping 
judgment.     Nevertheless,  I  incline  to  think  that 
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British  marine  offices  would  sometimes  fare  rather 
badly  if  they  took  large  lines  in  the  lake  shipping 
of  the  United  States  or  in  the  coasting  trade  of 
the  Atlantic  and  Pacific.  It  is  so  difficult  to 
supervise  distant  commitments  of  this  description. 
Trustworthy  agents  in  each  country  or  district 
may  be  found,  and  yet  the  contracts  accepted  by 
companies  may  go  wrong.  Of  one  thing,  how- 
ever, I  am  perfectly  sure,  whatever  shippers  and 
shipowners  may  do,  whatever  owners  of  factories, 
warehouses,  shops,  residences,  and  so  on  may  do, 
the  man  who  wishes  to  make  a  provision  for  his 
old  age  or  those  who  come  after  him  ought  to 
make  it  in  companies  of  native  origin.  And  that 
is  my  last  word. 
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A  STUDY  of  the  following  table  may  help  readers 
to  form  their  own  estimates  about  the  qualities 
of  the  numerous  insurance  offices  competing  for  their 
patronage.  The  figures  have  for  the  most  part  been 
extracted  from  the  latest  reports  issued  by  the  offices 
of  companies  as  critically  analysed  in  the  Investors^ 
Review  on  their  appearance,  but  in  one  or  two  cases 
the  reports  do  not  appear  to  have  reached  it.  There- 
fore, as  in  the  instance  of  the  Standard  Life  Office, 
the  figures  occasionally  date  back  to  1901,  but  this  in 
no  way  affects  the  conclusions  which  those  who  have 
mastered  the  simple  principles  laid  down  in  the  text 
of  this  book  to  guide  them  may  easily  draw  for 
themselves. 


Company. 

Accumulated 

Ratio  of 
Expenses  to 

6,774,000 

Premium  Income. 

•/ 

Alliance 

10 

Atlas 

1,733,206 

13 

British  Equitable 

1,825,412 

26 

City  of  Glasgow 

2,648,244 

16 

Clergy  Mutual 

4,147,020 

7 

Clerical,  Medical,  and  General ... 

4,005,892 

13 

Colonial  Mutual 

2,706,829 

25 

Commercial  Union 

2,592,271 

i3'44 

Eagle 

2,536,114 

16-66 

Economic 

4,244,214 

1362 

English  and  Scottish  Law  Life  ... 

2,134.512 

17-18 
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Company. 

Accumulated 
Funds. 

£ 
4,861,316 

Ratio  of 
Expenses  to 

Premium  Income. 

Equitable 

7  "01 

Friends' Provident 

3,032,667 

9 

Gresham 

8,279,970 

...        i8-5 

Guardian 

3,136,891 

13-66 

Hand-in-Hand 

1. 743.521 

11-85 

Law  Life 

5,074,818 

12-82 

Law  Union  and  Crown 

4,050,929 

13-86 

Liverpool  and  London  and  Globe 

3,682,002 

10 

London  Life... 

4,618,760 

474 

Metropolitan... 

2,121,440 

7-6 

National  Mutual 

2,608,072 

14-6 

National  Provident 

5,878,924 

10-7 

Northern 

4,109,816 

ID 

Norwich  Union  Life    ... 

4,737,755 

15-23 

Provident 

3,401,876 

14-5 

Prudential     ... 

47,155,201 

1*10 
-     U38-34 

Royal 

7,765,745 

12-6 

Royal  Exchange 

2,377,441 

14-24 

Scottish  Amicable 

4,375,375 

13-88 

Scottish  Life... 

725,754 

15*3 

Scottish  Provident 

12,403,398 

12-8 

Scottish  Union  and  National 

4,153,473 

•  •■        13-58 

Scottish  Widows' Fund 

16,330,562 

ii-S 

Standard 

10,126,311 

19-42 

Star 

5,616,642 

14-2 

Sun  Life 

4,391,354 

i6-i 

Union 

2,965,097 

13-25 

Yorkshire 

1,040,413 

l6-6 

National  Mutual  of  Australia     . . . 

3,460,470 

24-2 

Australian  Mutual  Provident 

19,245,287 

13 

Mutual  Life  of  Australasia 

1,638,939 

26-75 

Equitable  of  the  U.S.... 

66,800,000 

27 

Mutual  of  New  York  ... 

70,000,000 

30-5 

New  York  Life 

64,600,000 

„        26-5 

*  Ordinary. 

t  Industrial. 

APPENDIX  II 

LIGHT  ON   LIFE   OFFICE   PROFITS   AND 
"LOADINGS" 

AT  the  recent  Annual  Meeting  of  the  Clerical, 
b.  Medical,  and  General  Life  Assurance  Society,  the 
new  Chairman  of  the  Board,  Mr.  John  Coles,  delivered  a 
speech  so  full  of  light  upon  the  business  of  life  insurance 
that  I  think  some  portions  of  it  worthy  of  presentation 
here.  Mr.  Coles  is  himself  an  actuary  of  long  experience 
and  great  acumen,  but  perhaps  because  his  walk  in  life 
has  led  him  into  other  kinds  of  business,  he  is  singularly 
free  from  that  tendency  to  mystery  and  what  I  may  call 
mathematical  necromancy  which  mars  the  public  utter- 
ances of  so  many  men  eminent  in  the  profession.  He 
believes  in  letting  the  clients  of  his  office  know  how  the 
magic  is  produced,  and  therefore  his  account  of  the 
progress  of  the  Clerical  and  Medical  is  both  fascinating 
and  full  of  instruction.  Readers  will  see  now  what 
"  loading "  means  and  how  it  is  worked,  how  profits 
accumulate  and  why  they  are  needed,  and  gather  some 
idea  likewise  of  the  amount  of  vigilance  constantly 
demanded  from  insurance  managers,  if  they  are  to  keep 
abreast  of  new  ideas,  and  to  preserve  the  funds  rolling  up 
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under  their  care  from  undue  depletion.  The  Clerical 
and  Medical  has  always  been  famous  for  the  skill  with 
which  its  investments  have  been  made  and  changed ;  and 
the  present  head  of  the  office,  Mr.  Whittall,  in  this  and 
other  respects  fully  maintains  the  reputation  of  his 
predecessors. 

In  reading  the  subjoined  extracts  some  may  be  disposed 
to  ask,  Why  all  this  piling  up  of  money?  Is  not  the 
accumulation  of  profit  beyond  risks  and  the  liability  of 
promised  bonuses  an  abstraction  of  some  of  the  gains 
belonging  to  present  members  of  the  Society  for  the 
benefit  of  the  future?  Not  necessarily;  for  it  must  not 
be  forgotten  that  as  the  business  of  a  life  office  expands 
its  risks  likewise  expand.  Moreover,  the  profit  made  is 
continuously  becoming  divisible  among  existing  policy- 
holders, who,  at  the  close  of  each  quinquennium,  get 
the  bigger  bonuses  the  more  profits  accrue.  And  yet  no 
carefully  managed  life  office  can  afford  at  any  time  to 
distribute  all  the  savings  it  has  gathered  together.  The 
hidden  dangers  must  be  provided  against,  the  unknown. 
Who,  ten  years  ago,  could  have  foreseen  the  terrible 
disasters  which  have  smitten  the  investment  markets  of 
the  world  during  the  past  four  years  ?  Without  margins 
of  large  accumulated  profits  no  life  office  could  hope  to 
maintain  its  position,  to  fulfil  its  engagements,  through 
good  times  and  bad.  The  great  investment  market  is 
always  changing  its  appearance,  is  restless  as  the  ocean, 
and  occasionally  subjected  to  storms  more  or  less  violent, 
and  against  the  dangers  arising  from  these  storms  the 


156  THE  BUSINESS  OF  INSURANCE 

prudently  managed  life  office  must  incessantly  guard. 
In  insuring  others  it  has  also  to  insure  itself,  and  that  is 
why  it  must  accumulate  and  accumulate  until  its  resources 
lift  it  beyond  the  reach  of  the  unforeseen,  enabling  it  to 
stand  serene  as  a  lighthouse  built  upon  a  rock,  no  matter 
what  financial  tempests  rage. 

With  this  by  way  of  preface,  I  now  invite  attention 
to  the  subjoined  extracts  from  the  admirable  speech 
of  Mr.  Coles  : — 

"  I  attribute  in  a  great  measure  the  prosperity  of  this 
Society  to  its  always  being  willing  to  make  alterations 
from  time  to  time  to  meet  the  varying  conditions  by 
which  we  are  surrounded.  It  seems  now  almost  ancient 
history  to  point  to  the  time  when  we  first  began  to  pay 
claims  in  cash  without  any  delay.  I  think  we  were 
almost  pioneers  in  that,  and  I  am  very  proud  indeed  of 
the  fact  that  we  were  so,  or  that  we  were  amongst  the 
first.  It  has  been  one  of  the  most  acceptable  con- 
cessions to  the  insuring  public.  Then,  as  we  travelled 
on  a  little  way,  we  next  granted  policies  which  are  good 
the  whole  world  over  :  they  are  good  for  people  who 
wish  to  go  to  the  Cape  in  war  time,  and  they  are  good 
for  people  who  wish  to  go  to  the  West  Coast  of  Africa, 
or  anywhere  else.  If  they  once  hold  a  policy  in  this 
office  they  may  go  over  the  whole  world. 

"  Next,  a  thing  of  large  importance,  we  granted  great 
facilities  for  renewal  of  lapsed  policies.  Sometimes  a 
man  will  allow  a  policy  to  lapse  from  inadvertence, 
or  from  some  other  reason,  and  it  was  extremely  hard 
upon  him  to  sacrifice  all  the  previous  payments,  therefore 
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we  gave  great  facilities  indeed  for  the  renewal  of  our 
policies  when  they  had  lapsed.  Coming  down  to  more 
recent  times,  we  have  issued  what  we  call  prime  cost 
policies,  which  have  been  very  popular.  We  have 
granted  redemption  assurances,  whereby,  if  a  man  buys 
a  lease,  he  can  come  here  and  pay  an  equal  annual 
amount  and  so  get  back  his  capital  when  the  lease  runs 
out.  Only  the  other  day  we  published  a  new  prospectus 
for  the  officers  of  the  Army  and  Navy ;  that  prospectus 
gives  rates  which  can  never  be  altered  while  the  policy  is 
running,  a  principle  which  I  believe  to  be  extremely 
acceptable. 

"  These  are  some  of  our  improvements,  and  they  show 
that  we  have  no  desire  to  stand  still.  We  have  made 
these  improvements  primarily  to  stand  well  with  the 
public,  but  also  to  stand  well  with  our  14,000  policy- 
holders. That  we  have  succeeded  in  some  measure  in 
gaining  the  favour  of  the  public  and  of  our  own  policy- 
holders may  be  assumed  from  the  fact  that  a  large  num- 
ber, larger  than  usual,  came  here  to  insure  last  year 
without  the  intervention  of  any  agent  whatever.  This 
tendency  we  wish  if  possible  to  encourage,  because 
it  helps  us  very  much  in  the  development  of  our 
business.  As  to  the  changes  we  have  made,  I  may 
say  that  I  do  not  think  it  is  the  wish  of  the  Board  to 
stand  still  even  now,  and  I  hope  we  shall  never  forget 
that  *  the  old  order  changeth,  yielding  place  to  new,'  and 
that  we  shall  from  time  to  time  be  willing  to  meet  the 
varying  requirements  of  the  public,  and  so  alter  our 
mode  of  procedure  as  to  still  keep  abreast  of  the  tinSes 
and  secure  our  full  share  of  new  business. 
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"  I  now  come  to  the  Report  which  is  before  you.  In 
the  second  paragraph  you  will  see  that  we  speak  of  the 
development  of  the  business  last  year.  The  times  were 
not  all  we  could  wish  by  any  means ;  our  agents  and  our 
staff  must  have  discovered  that.  The  public  had  to  bear 
a  very  heavy  imperial  taxation,  besides  a  very  large  local 
taxation,  and  we  also  had  disquieting  politics.  This  all 
somewhat  affected  life  assurance.  At  the  same  time, 
gentlemen,  you  will  find  by  the  following  paragraph, 
which  bristles  with  figures,  that  we  did  the  largest  net 
sum  assured  that  we  have  ever  done  in  our  history.  You 
will  find  that  there  was  over  ;^7 10,000  in  sums 
assured,  and  the  premium  income  was  over  ;;^23,ooo. 

"  To  those  who  like  percentages  it  may  occur  to  some 
that  ;;^23,ooo  divided  into  ;^7 10,000  will  show  an 
entrance  rate  of  3-1  per  cent.  This  may  seem  a  high 
initial  rate,  but  when  you  consider  that  a  very  large 
volume  of  business  is  now  done  by  offices  under  what  is 
called  the  endowment  principle,  it  enhances  the  averages 
of  our  whole  premiums.  Whether  in  time  this  will  be 
somewhat  neutralised  in  our  case  by  the  smaller  pre- 
miums we  receive  from  thrift  policies  I  am  not  able  to 
say;  but  I  do  know  that  our  thrift  business  is  gaining 
ground  rapidly.  It  means  small  premiums,  but  they 
will  last  a  long  time  with  us,  I  hope.  You  will  find  that 
last  year  the  claims  were  a  little  under  ;;^2oo,ooo,  and 
in  the  previous  year  they  were  rather  below  that,  but  it 
is  well  to  bear  in  mind  that  in  1899  we  paid  ;^24o,ooo, 
and  in  1900  we  paid  ;;^276,ooo. 

"  In  Paragraph  6  of  the  Report,  we  show  the  largest 
genuine  saving  we  have  ever  made,  ;^i 75,000  in  the 
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year.  These  savings  have  now  mounted  up  to  four 
millions.  The  Society  was  established  in  1824,  but  it 
was  not  until  1855  that  we  arrived  at  our  first  million. 
That  must  have  been  a  long  and  weary  time  to  those  of 
that  generation.  In  the  next  twenty  years  we  added  on 
another  million,  which  brought  us  down  to  1875.  In  the 
next  sixteen  years  we  added  on  another  million,  which 
would  bring  us  to  1891,  and  in  the  last  twelve  years  we 
have  added  on  yet  another  million,  and  we  have  therefore 
now  arrived  at  four  millions ;  in  fact,  we  have  doubled 
twice  in  fifty  years. 

"  We  have  three  great  streams  running  into  what  I  may 
call  our  reservoir,  where  we  are  accumulating  our  profits. 
It  is  an  open  secret  that  we  want  to  find  in  that  bonus 
reservoir,  as  I  may  call  it,  at  the  end  of  five  years  some- 
thing like  ;^6oo,ooo.  That  means  ;!^i  20,000  a  year. 
Therefore  there  is  much  food  for  reflection  for  those  who 
have  the  management  of  the  Society  in  hand. 

"The  first  stream  running  into  this  reservoir  is  the 
stream  that  flows  from  surplus  interest.  We  are  able  to 
assume  by  our  calculations  and  our  tables  that  if  we 
make  only  2|  per  cent,  on  all  our  money  henceforward, 
we  shall  have  enough  to  pay  all  our  claims  as  they  arise. 
What  is  the  fact?  We  make  not  only  2^  per  cent,  we 
make  3I  per  cent.,  or  about  ^^  12s.  after  the  heavy 
income  tax  is  paid.  If  we  take  i  per  cent.,  which  will 
be  quite  within  the  margin,  as  the  difference  for  profit — 
I  per  cent,  on  four  millions  is  an  easy  item  to  reckon — it 
is  ;^4o,ooo  a  year.  ;^4o,ooo  a  year,  as  you  will  readily 
see,  at  the  end  of  five  years  amounts  to  ^^200,000,  and 
also  there  is  the  compound  interest  to  be  taken  into 
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account.  Therefore  you  will  observe  that  from  that 
source  there  is  a  never-failing  spring  of  profit  which  is 
constantly  accumulating. 

"The  next  in  importance  is  the  one  that  comes  from  the 
rate  of  mortality.  I  know  at  the  present  moment  that 
our  rate  of  mortality  is  running  very  low  indeed,  especially 
during  the  last  two  years.  I  am  quite  convinced  that  if 
we  keep  at  anything  like  ;^2 00,000  a  year  for  these  five 
years — or,  say,  a  million  in  the  five  years — we  shall  have 
a  very  considerable  sum  indeed  to  the  good  as  a  profit 
on  that  particular  department.  I  cannot  at  present 
give  you  a  money  value  of  this,  but  I  know  it  will 
be  very  considerable,  and  we  look  upon  that,  next  to 
the  rate  of  interest,  as  a  steady  stream  running  into  our 
accumulations. 

"The  third  is  what  we  call  the  difference  of  the 
'loading.'  That  is  technical.  I  think  there  are  one  or 
two  eminent  actuaries  present,  shareholders  with  us,  who 
will  recognise  loading  as  an  old  personal  friend,  in  whose 
presence  they  have  possibly  much  comfort.  The  loading 
here,  taking  the  whole  of  our  business,  is  about  18  per 
cent.  I  am  proud  to  say  that  we  spend  at  the  present 
time  only  13  per  cent.,  and  it  is  on  this  spending  we  have 
to  look  with  very  great  care  indeed.  The  difference 
between  13  and  18  per  cent.,  you  will  see,  is  5  per  cent, 
and  that  is  5  per  cent,  difference  to  the  good.  Our 
premium  income,  as  you  know,  is  about  ;;^325,ooo,  and 
that  gives  about  ;^  16,000  a  year  profit  from  that  source. 
;^i6,ooo  a  year  accumulated  for  five  years  will  not  come 
quite  to  ;^  100,000  with  compound  interest,  but  it  will 
not  be  very  far  off. 
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"  These  are  the  three  main  streams  which  are  running 
into  what  at  the  end  of  the  time  I  might  almost  call  a 
lake,  but  which  is  now  a  reservoir,  for  division  at  the  end 
of  every  five  years.  There  is  yet  another  small  stream, 
which  is  apt  to  dry  up  in  the  summer,  or  at  any  rate 
sometimes,  and  that  is  one  that  comes  from  the 
surrenders.  We  do  not  like  these,  but  people  come  and 
surrender  sometimes,  and  of  course  there  is  a  profit  left. 
There  is  also  the  profit  which  we  have  had  for  a  series 
of  years  from  the  sale  of  investments,  and  that  has  of 
course  been  added  from  time  to  time  to  our  profits.  But 
it  is  the  three  main  points  which  I  specially  wish  you  to 
carry  away  in  your  memories.  We  want  to  keep  up  the 
rate  of  interest  as  far  as  we  can  consistently  with  security, 
which,  as  I  have  said  before,  is  of  primary  importance. 
We  want  to  keep  down  the  rate  of  expense  that  we  may 
gain  by  the  margin  of  loading,  and  we  want  to  do  our 
very  best  to  keep  down  the  rate  of  mortality  as  compared 
with  the  tables  under  which  we  are  working. 

"  You  may  say.  Is  there  any  leakage  in  those  reservoirs? 
I  do  not  think  that  there  is.  We  have  no  loss  whatever 
on  mortgages ;  we  have  not  had  to  write  down  any  loss, 
even  on  fluctuating  securities.  That  is  a  point  which  I 
think  you  will  see  is  of  considerable  importance.  Our 
neighbours,  I  am  sorry  to  say — because  we  rejoice  in  the 
prosperity  of  our  neighbours — many  of  them  have  made 
heavy  losses,  and  have  to  write  down  considerably  the 
market  value  of  the  securities  they  hold  as  compared 
with  cost  prices.  We  fortunately  in  early  days  bought  a 
considerable  amount  of  railway  debenture  stock,  and 
that  has  remained  with  us  until  now,  and  it  has  never 
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fallen  to  the  price  we  originally  paid  for  it  when  we  made 
these  large  purchases  in  the  sixties.  That  has  helped  to 
save  the  position  very  much ;  but  even  in  subsequent 
years  we  have  been  extremely  fortunate  in  our  invest- 
ments, and  we  stand  to-day  in  the  favourable  position  of 
having  securities  probably  worth  at  least  ;^2 00,000  more 
than  they  cost  us." 
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PERHAPS  a  word  about  annuities  might  be  useful. 
To  buy  an  annuity  is  not,  strictly  speaking,  to  effect 
an  insurance  on  one's  life,  but  the  business  is  none  the 
less  a  closely  allied  one,  and  many  life  offices  carry  on 
an  annuity  branch. 

What  is  meant  by  "  buying  an  annuity  "  ?  It  usually 
means  that  the  purchaser  has  sunk  so  much  capital  in 
securing  an  annual  payment  of  a  stipulated  sum  which 
is  treated  as  income,  and  practically  it  implies  the  extinc- 
tion of  the  capital  invested,  and  that  nothing  is  left  for 
the  heirs  of  an  annuitant. 

Take  an  example.  Suppose  a  man,  aged  sixty,  to 
be  possessed  of  ;^i,ooo  which  he  does  not  wish  or  re- 
quire as  a  duty  to  leave  to  anybody.  He  might  invest 
the  money  at  3  per  cent,  or  4  per  cent,  interest,  and  get 
from  it  an  income  of  ;^3o  or  ^40  per  annum ;  but  in 
that  case,  assuming  the  security  to  be  good,  the  ;;^  1,000 
would  be  left  intact  at  his  death  and  pass  away  to 
another  owner  whether  he  liked  or  not. 

To  obviate  this  danger,  and  at  the  same  time  to  pro- 
cure a  larger  annual  revenue  for  immediate  spending, 
the  owner  of  this  ;^i,ooo  can  go  to  an  insurance  office, 
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or  to  the  Post  Office,  or  to  the  Commissioners  of  the 
National  Debt,  and  pay  all  his  ;^i,ooo  away  in  exchange 
for  an  income  which  will  represent  the  return  to  him  of 
both  capital  and  interest.  According  to  the  terms 
offered  by  the  office  he  selects,  the  annual  income  thus 
secured  may  vary  from  ;^86  to  ^95  per  annum. 

It  would  take  a  long  and  intricate  story  to  tell  how 
this  is  done,  but  one  or  two  points  may  be  made  clear 
enough.  First  of  all,  a  man  of  the  age  of  sixty  has  not 
a  long  "average  expectation  of  life" — about  fourteen 
years.  Divide  the  ;^i,ooo  by  fifteen,  to  be  on  the  safe 
side,  and  we  get  a  sum  of  nearly  j£66  i^s.  which  could 
be  paid  yearly  for  this  period  of  time  before  the  whole 
capital  was  exhausted.  We  are  thus  a  good  way  on 
towards  the  ;^85  or;^9o  annuity  which  the  ;^i,ooo  is  to 
buy ;  and  here  interest  comes  in  to  help.  It  works  the 
opposite  way,  though,  from  the  interest  accumulating  on 
hoarded  life  premiums.  In  this  case,  year  by  year 
sees  the  sum  mounting  up  through  the  double  operation 
of  interest  and  compound  interest  on  former  accumula- 
tions, and  the  receipt  of  further  premiums.  But  in  the 
case  of  an  annuity  the  capital  originally  sunk  is  each 
year  or  each  quarter  becoming  less.  For  the  first  three 
months,  perhaps,  the  j^i,ooo  is  intact,  and  may  earn 
3  or  4  per  cent,  per  armuni — say,  a  matter  of  j£8  to 
;^io — as  the  case  may  be,  but  at  the  beginning  of  the 
second  year  it  is  less  by  between  ;^6o  and  j^jo.  As 
it  diminishes  its  interest  -  earning  power  grows  pro- 
portionately smaller  until,  if  the  annuitant  lives  long. 
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the  whole  capital  may  have  disappeared  as  well  as  all  the 
interest  earned  upon  it,  leaving  the  institution  which  sold 
the  annuity  with  a  loss.  On  long  livers  annuity-granting 
offices  do  make  losses;  but  unless  they  have  miscalcu- 
lated the  rate  of  interest  they  get  on  the  funds  remaining 
in  their  custody  they  should  gain  on  the  average,  because 
some  annuitants  die  well  before  the  capital  they  in- 
vested has  been  all  eaten  up. 

One  might  go  on  to  discuss  "  loadings  "  for  expenses, 
a  small  item  in  annuity  business ;  the  reasons  for  different 
offers  by  different  annuity  -  vending  offices,  and  other 
points;  but  the  whole  matter  may  be  summed  up  in 
the  advice  here  offered.  Get  terms  from  at  least  half 
a  dozen  offices  before  deciding  upon  the  one  to  buy 
an  annuity  from,  and  never  select  the  offices  offering  the 
highest  sums  without  inquiring  into  their  stability,  the 
amount  of  their  accumulated  annuity  funds,  and  the 
rate  of  interest  they  earn  upon  the  whole  of  their  hoard- 
ings. It  by  no  means  follows  that  the  cheapest  office 
is  always  the  best,  and  where  a  large  sum  of  money  is 
involved,  money  to  be  parted  with  for  good  and  all,  it  is 
prudent  to  spread  it  over  several  offices,  buying  no 
more  than  from  one-third  to  one-fifth  of  the  total  annuity 
from  each. 

For  small  annuities  the  Post  Office  often  offers  better 
terms  than  any  insurance  office  proper,  why,  I  do  not 
know.  But  there  is  always  this  advantage  with  the  Post 
Office  or  the  National  Debt  Commissioners,  that  they 
have  the  resources  of  the  nation  behind  them.     Should 
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the  business  done  by  these  departments  involve  a  loss, 
and  it  generally  does,  the  nation  has  to  make  it  good. 

The  recent  advance  in  the  rates  of  interest  obtainable 
on  good  securities  favours  the  buyer  of  an  annuity  who 
goes  to  insurance  companies  for  it,  because  it  enables 
them  to  grant  better  terms.  But  for  many  years  before 
this  change  took  place  they  rather  lost  money  by  this 
branch  of  their  business — hit  in  two  ways :  by  the  ex- 
tension of  the  average  term  of  life  and  by  the  fall  in 
the  rates  of  interest.  Hence  many  offices  either  dis- 
couraged annuity  business  or  refused  it  altogether,  and 
all  of  them  became  disposed  to  quote  terms  that  looked 
niggardly.  These  terms  still  prevail  in  many  places,  as 
the  offices  naturally  want  to  make  up  for  past  losses,  but 
competition  will  modify  them  in  time.  Remember  only 
that  it  is  better  far  to  take  5^  or  6  per  cent,  from  a  good 
office  than  7  or  8  per  cent,  from  a  poor  one. 
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FIRE  INSURANCE 

THOSE  who  desire  fuller  information  on  this  branch 
of  insurance  business  carmot  do  better  than  turn 
to  the  article  "  Fire  Insurance,"  by  Mr.  David  Deuchar, 
in  the  third  volume  of  Mr.  Lisle's  Encyclopedia  of 
Accountings  published  by  Messrs.  Wm.  Green  and  Sons. 
It  is  full  of  information  and  illustrative  examples  relating 
to  the  age  of  offices,  the  forms  of  policies,  rates  of  pre- 
miums, and  so  on.  As  being  of  interest  to  the  general 
reader,  it  may  be  noted  that  Mr.  Deuchar  estimates  the 
approximate  annual  premium  income  of  fire  offices  in 
the  United  Kingdom  at  ;j^2  2,000,000,  in  the  United 
States  at  ^^25, 000,000,  in  Germany  at  ;^i 2,000,000, 
and  in  France  at  only  ;^5,ooo,ooo.  No  other  country 
possesses  a  business  in  fire  insurance  large  enough  to 
furnish  a  premium  income  of  as  much  as  ;^5, 000,000  a 
year,  but  Russia  comes  near  it  with  ;;^4,5oo,ooo  and 
Austria  with  ;^4, 000,000. 
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"Fraternity"  offices,  20 
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gress of,  142 
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